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THURSDAY, SEPTEMBER 6, 1956 


Unirep States SENATE, 

SUBCOMMITTEE TO INVESTIGATE THE ADMINISTRATION 

oF THE INTERNAL SEecurity Act AND OTHER INTERNAL 

Security Laws, OF THE COMMITTEE ON THE JUDICIARY, 
Washington, D. C. 

The subcommittee met, pursuant to recess, at 11:30 a. m., in the 
caucus room, Senate Office Building, Senator James O. Eastland 
(chairman) presiding. 

Present: Senator Eastland. 

Also present: Robert Morris, chief counsel; William A. Rusher, 
administrative counsel; and Hubert H. Finzel, special counsel. 

Mr. Morris. Mr. Reinstein, will you come forward, please. 

Chairman Eastianp. Stand up, please sir, and hold up your hand. 

Do you solemnly swear the testimony you are about to give is the 
truth, the whole truth, and nothing but the truth, so help you God? 

Mr. Rernstern. I do. 


TESTIMONY OF JACQUES J. REINSTEIN, DIRECTOR, OFFICE OF 
GERMAN AFFAIRS, DEPARTMENT OF STATE; ACCOMPANIED 
BY RICHARD D. KEARNEY, ASSISTANT LEGAL ADVISER, GER- 
MAN AFFAIRS, DEPARTMENT OF STATE 


Mr. Morris. Will you give your name and address to the reporter? 

Mr. Rernstern. Jacques J. Reinstein. 

Mr. Morris. Will you spell that, please? 

Mr. RernstErin. R-e-i-n-s-t-e-i-n. 

Mr. Morris. Your first name is Jacques? 

Mr. REINSTEIN. J-a-c-q-u-e-s. 

Mr. Morris. Where do you reside? 

Mr. Rernstern. 4105, 46th Street NW. 

Mr. Morris. What is your occupation? 

Mr. Rernstern. I am Director of the Office of German Affairs, 
Department of State. 

Mr. Morris. Will you speak just a bit louder, Mr. Reinstein, 
please. 

Will you identify the gentleman with you or have him identify 
himself for the record, please? 

Mr. Kearney. Yes. I am Richard D. Kearney, K-e-a-r-n-e-y, 
assistant legal adviser for German affairs in the Department of State. 

Mr. Morris. Now, Senator Eastland, this hearing this morning 
is being held in connection with the series of hearings being conducted 
by the Senate Internal Security Subcommittee into sources of foreign 
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capital that might conceivably impose a threat to the internal secur- 
ity of the United States. 

Chairman East.anp. Proceed. 

Mr. Morris. Are you acquainted with the operations of the Vali- 
dating Board, of New York City, that has been set up in connection 
with German bonds? 

Mr. REINSTEIN. Yes, sir. 

Mr. Morris. I wonder if you would describe in detail, first, the 
makeup of that particular Board, the general purpose, and the situa- 
tion that gave rise to its creation. 

Mr. Rerstern. The Board is a joint board set up by the German 
Federal Government and the Government of the United States. It 
consists of a member designated by the United States Government, 
who is Mr. Douglas W. Hartman, a member designated by the Ger- 
man Federal Government, Dr. Walter Skaupy. 

Mr. Morris. Will you spell it, please? 

Mr. Rernstein. S-k-a-u-p-y. 

Mr. Morris. He represents the West German Government? 

Mr. Rernstern. He is designated by the West German Govern- 
ment. 

Mr. Morris. Designated by them? 

Mr. Rernstern. Yes. There is a Chairman, an American national, 
Mr. David A. Stretch. 

Mr. Morais. Spell that, please. 

Mr. Rernstern. S-t-r-e-t-c-h, who functions if the American mem- 
ber and the German member do not agree on a particular case. 

Mr. Morris. Mr. Hartman is the member designated by the United 
States Government, Dr. Skaupy is designated by the West German 
Government, and David Stretch, the Chairman, acts in the event 
there is a disagreement on the part of Hartman and Skaupy? 

Mr. Retnstein. That is correct. He is designated by both Gov- 
ernments jointly. 

Mr. Morris. How does Mr. Hartman spell his name? 

Mr. Rernster1n. Douglas W. H-a-r-t-m-a-n. 

Mr. Morris. What is this Board called? 

Mr. Kearney. The Board for the Validation of German Bonds in 
the United States. 

Mr. Morris. Board for the Validation of Germany Bonds in the 
United States? Thank you very much. 

Will you tell us the purpose and the function of this particular 
Board? 

Mr. Rernstern. This Board was established by the two Govern- 
ments to deal with a very unusual situation. If I may, I would like 
to describe the background first. 

Mr. Morris. Yes. 

Chairman Easruanp. Proceed. 

Mr. Reinstein. Following the assumption of power by Hitler, 
Germany defaulted on her foreign exchange obligations. There were 
lame holdings of Germany bonds in this country, and the service in 
dollars was suspended. The Germans offered to pay various amounts 
on these bonds in marks. 

Following the German default, the German creditors and the 
German Government purchased on the American market very sub- 
stantial amounts of German bonds at rather low prices to which_these 
bonds had fallen as a result of the German default. 
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Under German law, the German debtors were obsolved from legal 
responsibility if they made payments to a German agency which was 
set up to receive payments, and which offered creditors various sums 
of money, at lower amounts or mark amounts, in place of the valid 
obligations. 

The bonds which were repurchased by the Germans were in many 
cases deposited with this German Government agency, the Conversion 
Kasse, as payments fell due. Other bonds were used as security for 
loans, and as a result a very large number of bonds were on deposit 
in Berlin in various banking institutions—in the German Reichsbank 
and in various private banks. 

Those bonds were there at the time that Berlin fell and the Russian 
troops entered the city. 

Mr. Morris. All right. May I again recapitulate here. 

You say there were a great number of bonds in the vaults of various 
other banking establishments in Germany at the time that Berlin 
fell in 1945. 

Mr. Reinstern. Yes, sir. 

Mr. Morris. I wish you would just repeat again the principal 
nature of some of these bonds. 

Mr. Rernstetn. Well, there were bonds of the German Govern- 
ment, of the Dawes and Young loans, and then there were bonds of 
various German corporations and German private institutions and 
banks. 

There were a large number of issues, and the number involved in this 
particular problem of the disappearing bonds was about 92 issues. 

At that time there were outstanding on the books of the trustees 
for these loans, bonds to a face value of about $600 million. The 
bonds, some of which may have been destroyed in the fighting which 
took place in Berlin, and the bonds which were looted, we estimate 
amounted to about some $350 million. 

Mr. Morris. You say—what is the amount looted? 

Mr. Reinstern. Looted and destroyed, about $350 million, as 
nearly as we can estimate. 

The bonds were there when the Russians arrived, and they were 
not found subsequently. Although some of them may have been 
destroyed in the fighting, there is no doubt in our minds but that 
most of them were taken away by the Russians. 

Mr. Morais. If you say there were $600 million in bonds involved, 
how do you compute the fact that $350 million have been looted? 

Mr. Rernstern. Well, there are records, but this is partly a question 
of estimating. From the records of the German debtors, it is possible 
to construct some picture of the number of bonds which were acquired 
by them for discharge, and this figure is approximate, but we think 
it is reasonably accurate, and is around $350 million. 

Mr. Morris. What is the interest of the United States Government 
in these bonds? 

Mr. Rernsrein. Well, the United States Government bas two 
interests: One is that many of the—a very large amount of the out- 
standing and valid bonds—are held by American citizens. Also, 
these bonds were offered in the United States, and the protection of 
our security markets against an influx of a large number of invalid or 
looted bonds was a matter of great concern to us. 

Finally, it was also a matter of great concern to us that bonds of 
this value had come into the hands of the Soviet. Government. 














1736 SCOPE OF SOVIET ACTIVITY IN THE UNITED STATES 


Now, these bonds are bearer bonds, and were, for legal purposes, 
undistinguishable from other bonds which were validly held, and 
therefore when it became possible for us to do something about a 
resumption of service on the German debt, this was a major problem 
which had to be solved. 

Chairman EastLanp. These were bearer bonds? 

Mr. RernstTern. Yes, sir. ; 

Mr. Morris. I wonder if you could tell us generally, Mr. Reinstein, 
with respect to—— 

Chairman Eastitanp. These bonds were payable in dollars? 

Mr. Rernstern. Payable in dollars in New York, sir. 

Mr. Morais. I wonder 

Chairman EastLanp. They could sell those bonds here and get 
dollars; that is what you are saying? 

Mr. Rernsrern. Yes, sir. They were superficially—for all practical 
purposes, they were legally valid obligations of the debtors, payable 
in New York. 

Chairman Eastr.anp. I see. 

Mr. Morris. If we could go into the legal aspect of this for a while, 
what kind of title would a bearer acquiring title through the Soviet 
Government have to those bonds? 

Mr. Rernsrern. May I ask that Mr. Kearney, my legal adviser, 
answer that, sir. 

Mr. Kearney. The bonds had been purchased by the German 
Government or by the debtors for amortization purposes. There is 
a body of law which holds that when a negotiable instrument is 
reacquired by the issuer for purposes of amortization, that that ends 
its character as a negotiable instrument. 

On the other hand, there is another line of cases which holds that 
only when the maturity of the instrument occurs does the negotia- 
bility end. 

So I would say the legal situation is not clear as to the effect of the 
purchase by an innocent party for value of these bonds from a thief, or 
from the Russians in this case. 

Mr. Morris. So, therefore, Mr. Kearney, the situation is that, in 
— every case, these have been reacquired by the issuer; is that 
right? 

Mr. Kearney. That is correct, sir. 

Mr. Morris. Some of them were being held for amortization, and | 
others had reached maturity? 

Mr. Kearney. I would say the majority of them were being held for 
amortization. By far the largest majority of the holdings in Berlin 
were being held by the Germans for amortization purposes. 

When I say for amortization purposes, I mean that due to the 
war, the Germans were unable to continue their shipments of these 
bonds to the trustees and paying agents in the United States to meet 
the normal sinking fund amortization requirements. Because of this 
fact, the bonds were held on deposit in banks in Berlin specifically 
marked that they were assigned to this particular amortization pay- 
ment, and would be sent to the United States as soon as conditions 
would permit, in order to meet the amortization payment for which it 
was earmarked. 

Mr. Morris. So anyone taking them, as the Soviet forces took 
these particular bonds, would be taking something illegally? 

Mr. Kearney. That is correct, sir. 
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Mr. Morris. And really he would have the title, to use an expression 
which is a legal expression, he would have the title that a thief would - 
have to a particular—to anything that he may have acquired. 

Mr. Kearney. That is correct, sir. 

Mr. Morris. And legally, we look at it: in that light, do we not, 
Mr. Kearney? 

Mr. Kgarney. Yes, sir. 

Chairman Eastuanp. Have any of these bonds been sent to this 
country from Switzerland? 

Mr. Rernstern. I think that is a very difficult question to answer, 
sir. We have this validation procedure, the purpose of which is to 
ascertain whether the bonds were physically outside of Germany on 
January 1, 1945. 

The bond cannot be paid, under the terms of the German debt 
settlement, and it is not enforceable under the terms of our treaty 
between this country and Germany, unless it has been validated. 

The holder of the bond must apply to this board in New York and 
demonstrate that the bond was outside of Germany on January 1, 
1945. Ifit was, obviously, then, it could not have come into the hands 
of the Soviets. 

Mr. Morris. So, as far as the Validation Board is concerned, 
Mr. Reinstein, the only adjudication that you make on this Board is 
whether or not the bonds were in Germany after January 1, 1945? 

Mr. Rernsrern. Yes, sir. 

Mr. Morais. If they were outside of Germany on January 1, 1945, 
the presumption is that they were not invalidated. 

Mr. Rernstexin. Yes. 

Mr. Morris. And steps may be taken by the holder to insure that. 

Mr. Reinsrern. Yes. 

Mr. Morris. However, if you decide that the bonds were, as a 
matter of fact, in Germany after January 1, 1945, then you take this 
up in your investigative process, is that right, necessary investigating, 
with the determination of whether or not they should be validated? 
Mr. Rernstein. That is right. 

This is a rather complicated arrangement, if I may say so, sir. 
Mr. Morris. That is why, Mr. Reinstein, if you will bear with 





us 

Mr. Rernsrern. Yes. 

Mr. Morris (continuing). I am trying to insure that all concerned 
here today, as much as possible, learn some of these details. Some of 
them are technical. If 1 ask you to repeat them, you will bear with me. 

Mr. Rernsrern. Yes, sir. 

Mr. Morris. Thank you. 

Mr. Rernstern. There were obviously bonds held in Germany 
which were validly held. There is a special procedure in Germany by 
which a person holding a bond in Germany can get a bond validated 
by demonstrating that there is a clear chain of title. 

But our operation in the United States, the operation of this 
Board, is primarily concerned with determining the question of fact 
in each individual case as to whether the bond was outside of Germany 
or not. 

Mr. Morris. If an adjudication is made by you that the bonds were 
in Germany after January 1, 1945, then you look into it to see whether 
or not the bond warrants validation? 
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Mr. Rernsrern. Well, if the determination is that the bond was 
not outside of Germany, then validation is refused; and then there is 
a remedy which is available to the applicant if he feels he has been 
injured by the decision. 

If he does not avail himself of that remedy, the bond is stamped as 
being not valid, and is returned to him. 

Mr. Morris. You mean it is automatically—if it is found to have 
been in Germany after January 1, 1945, automatically validation is 
denied by the Board, and there is another legal remedy available 
to him? 

Mr. Reinsrern. He has a right to have that decision reviewed. 
He has three possibilities of review. 

One is that he may go to arbitration, and provisions have been 
made for setting up arbitration panels throughout the country. 

Alternatively, he may go to court, any court in the United States 
having jurisdiction. 

Or, third, he may go to a court in Germany. 

If he does not avail himself of one of those three remedies within 
a period of time, which I believe is—what is it? 

Mr. Kearney. Three months. 

Mr. Rernstein. Three months—then the bond which has been 
presented for validation will be stamped or perforated and returned. 

Mr. Morris. May I be oversimple about this and try to sum up 
this last thing, Mr. Reinstein. 

Therefore, the function of the Validating Board is simply this: 
that they determine only as a matter of fact whether bonds were in 
Germany on January 1, 1945. If they were on January 1, 1945, 
ipso facto, you work on a presumption that they are, therefore, not 
able to be validated, at least by the Board, in the first instance; is 
that right? 

Mr. Reinsrern. Yes, sir. 

Mr. Morris. However, the holder of a bond which would be deter- 
mined by you to have been in Germany on January 1, 1945, has three 
remedies which you have described, which he must exercise, however, 
in the course of 3 months. 

Mr. RernsteEIn. Yes, sir. 

Mr. Morris. If he does not exercise that within the course of 
3 months, then he cannot any longer be heard to ask that he should 
be able to validate the bond. 

Mr. Reinsrein. Yes, sir. 

Mr. Morris. All right. 

Have you any questions on that point, Senator? 

Chairman Eastitanp. No questions. 

Mr. Morris. Have you found, as a matter of fact, that some bonds 
do not warrant validation? 

Mr. Rernstern. Yes, sir. There have been a small number of 
cases. Of the bonds submitted thus far, approximately $140 million, 
face value, have been validated. There have been six individual cases 
in which bonds have been refused validation. 

Mr. Morais. In other words, you held in the case of these six bonds 
that they were in Germany after January 1, 1945, and presumably 
were seized by the Soviet forces when they occupied Germany. That 
is the presumption, only. 
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Mr. Reinstein. The applicant did not demonstrate that they were 
outside Germany, of course. 

Mr. Morris. I mean, therefore you are presuming. 

Mr. Rernstern. Yes. 

Mr. Morais. And the holders still have their remedies which you 
described, if the 3 months haven’t run. In other words, of the $600 
million total in the German vaults and banks at the time, of which 
you estimate $350 million were looted by the Soviet forces, to date 
$140 million have been validated; is that right? 

Mr. Reinstein. Yes; $600 million was the total amount out- 
standing everywhere. 

Mr. Morris. Yes. So, therefore, the $140 million are presumably 
in that group which represents the difference between the $600 million 
and the $350 million looted. 

Mr. Rernstern. Yes. There are some other differences. The 
bonds validated in Germany under somewhat different procedures 
would be added, but that is approximately correct, sir. 

Mr. Morris. In connection with the six cases wherein validation 
has been denied, what is the total amount of the bonds, total value of 
the bonds, denied validation? 

Mr. Rernstein. Well, the total face value of the bonds is approxi- 
mately $250,000, of which about $245,000 or $243,000 represents one 
case; $260,000 is the total. 

Mr. Morris. So of these $350 million potentially looted bonds 
which you estimate are in existence, so far, before your board, only 
six cases have turned up which you think could be in that category? 

Mr. ReEINstTEIN. Yes, sir. 

Mr. Morris. And they aggregate in amount $260,000; is that 
right? 

Mr. REINsSTEIN. Yes, sir. 

Mr. Morris. So that is a small portion of those. 

Mr. Rernstern. I might say that there is a pipeline, of course. 
There are at all times a certain number of cases which are in process, 
bonds being examined by the Board. My understanding is that they 
have at the moment in process about $3 million worth of securities, 
and what decision they will take on that group we do not, of course, 
know, and applications for validation are continuing to be received. 

Mr. Morris. How long is the Board to run? 

Mr. Rernstein. There is another 2 years. 

Mr. Morais. Was the life of the Board just extended? 

Mr. Rernstern. Well, it was agreed that there would be a 5-year 
term. During the first 3 years, the right to apply is unlimited; and 
for the next 2 years an applicant must show that he was not grossly 
negligent in failing to apply for registration. 

At the end of the 5-year period, there is a further period during 
which he may seek compensation in Germany. 

Mr. Morris. So the cases, then, that the Internal Security Sub- 
committee should concern itself with are the six cases, in your opinion, 
in which validation has been denied? 

Mr. Rernstrern. There are six cases; yes, sir. 

Mr. Morris. And in any other cases where an attempt is made 
before the Board, and validation is denied, because in the reservoir of 
these cases you have a potential of Soviet forces bringing money into 
the United States. 
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Mr. Retnsrein. These are potentially cases. 

Mr. Morris. Potentially. 

That may not be accurate, but at least that is potential; and at 
least, in your opinion, the committee should look into those cases? 

Mr. Rernsrern. Yes, sir. 

Mr. Morais. Is that right, Mr. Reinstein? 

Mr. RetnsteEIn. Yes, sir. 

Mr. Morris. I wonder if you could tell us generally, and speaking 
in categories only—because, as I understand, these six cases may 
still be under adjudication; is that right, Mr. Reinstein? 

Mr. Reinstern. Well, one, in one case an appeal has been taken to 
the court, sir. 

Mr. Morris. Which case is that? 

Mr. Reinsrern. That is the case of an application by Mr. Richard 
H. Abrey, A-b-r-e-y. This is the largest case. 

Mr. Morris. How much is involved in that case? 

Mr. Rertnsrein. $245,000 face value of bonds of the United Steel 
Works Corp. 

Mr. Morris. And he was denied validation; was he not? 

Mr. Rernstern. Validation was denied, and he has appealed to the 
Federal courts in New York to have the case reviewed. 

Mr. Morais. Senator, I might say for the record at this time, that 
is one of the cases that the Internal Security Subcommittee is now 
looking into. 

Chairman EastLanp. Yes, sir. 

Mr. Morris. The case of Richard Abrey. 

Mr. Rernsrein. I don’t believe appeals have been filed in other 
cases, although I am not certain whether the time period has run. 
Some of them involve only one bond. 

Mr. Morris. Now, there are 2 different types—I think you men- 
tioned in executive session this morning that there were 2 different 
types. One is the perforation bond, and the other is the type of 
bond represented by the Abrey case. 

Mr. Rernsrern. Yes. 

Mr. Morais. I wonder if you could generally tell us what those 
two are. 

Mr. Rernstrern. We have three individual cases of bonds where— 
of Siemens and Halske in which the bonds were perforated. 

Mr. Morais. Spell that for us, please. 

Mr. Reinsrern. S-i-e-m-e-n-s and H-a-l-s-k-e. 

These bonds were, according to the evidence, acquired by Siemens 
and Halske, and were, sometime during the war, perforated. They 
were, when submitted for validation, it appeared on examination that 
the holes had been patched up, so that they bore the appearance of 
not having been perforated. 

Whether those particular bonds disappeared under circumstances 
perhaps somewhat different from other cases, and may not involve 
looting by the Soviets, is not entirely clear. 

The other three cases involve cases in which, according to the evi- 
dence submitted by the issuers, the bonds were in Berlin at the time 
of the fall of the city. They were bonds which were deposited for 
amortization payments. 

Now, evidence was submitted on each side by the applicant, by the 
issuer, and the Board did not find in these three cases that a con- 
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vincing case had been made that the bonds were outside of Germany, 
and the application was denied. 

Chairman Easrianp. Do I understand you that these bonds were 
payable in dollars? 

Mr. Retnstern. Yes, sir. 

Chairman Eastitanp. What is the amount of bonds payable in 
dollars, now, that they looted? I want to get the facts. 

Mr. Reinstein. We estimate $350 million worth, sir. 

Chairman EastLanp. $350 million. 

If they are payable in dollars, then they have got to be marketed 
in this country; have they not? 

Mr. Rernstsin. Yes, sir; they have to be presented for payment, 
and they could be sold here. 

Chairman Eastianp. That is right. They have got to be sold 
here for dollars. 

Mr. Rernsrein. Yes, sir. 

Chairman East.anp. And that means that the Soviets would have 
to market those bonds in the United States; does it not? 

Mr. Rernstern. Yes, sir; or someone would have to. They would 
ultimately have to come back here. 

Chairman Eastianp. Why, certainly. They could sell the bonds, 
I judge, to some individual, or give them to some individual. The 
normal—now, under your procedure, suppose that the Soviets pre- 
sented a million dollars of those bonds to a Swiss bank. What would 
be the customary procedure? 

Mr. Rernstsin. Well, the bonds have to be deposited either in this 
country or in certain places of deposit that have been agreed with 
banking institutions. 

Chairman Easrnanp. Let’s take a Swiss bank. 

Mr. Rernstern. Well, there are depositaries. One is the National 
City Bank, and the other is Morgan. Bonds have to be physically 
deposited with them in New York, or in certain offices abroad which 
have been agreed. 

Mr. Kearney could perhaps indicate what those are. 

Mr. Morris. Well, the National City Bank or Morgan, in line 
with the Senator’s question, have a branch in Switzerland to whom 
they would immediately be referred if, as the Senator says, they were 
turned over to a Swiss bank? 

Mr. Kearney. No—well, for all practical purposes, at the present 
time they could only be deposited in New York. If they are German 
Government bonds, they would have to be deposited with J. P. 
Morgan & Co. for validation. If they were corporate or city or 
State bonds, they would have to be deposited for validation with the 
National City Bank in New York. 

Chairman Eastuanp. Here is what I am getting at. If the Soviets 
turn a million dollars worth of those bonds over to the Swiss bank, 
and this Swiss bank then certifies to the board that those bonds had 
been deposited by the owner, and that they were not in Germany 
on January 1, 1945, and ask you to, could you validate them? 

Mr. Rernstern. When the application for validation comes in, 
they have to submit evidence satisfactory to the board, the issuer 
has to submit evidence, and there has been a good deal of the exami- 
nation of the sort of basic circumstances and the records that exist, 
so the board is able, as I understand it—I am not a member of the 
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board, sir—to form a judgment as to the facts, as to whether the 
facts alleged in the application are correct. 

There are records of various sorts which can be used. So that this 
is essentially the function of the board, to determine whether, as a 
matter of fact, the allegations in the application are correct. 

Chairman East.anp. Yes, sir. 

Mr. Retnstern. Now, if the board is satisfied that, in a particular 
case, the bonds were outside of Germany, it validates them. If it is 
not satisfied, it does not. 

Chairman EastLanp. What would these bonds be worth to the 
Soviet Government unless they were marketed in this country? 

Mr. Rernstern. I should think they would be worth very little, sir. 

Chairman Eastitanp. They would be worth nothing, would they 
not? 

Mr. Reinstern. Yes, sir. 

Chairman EastLanp. And that means they have got to be marketed 
in this country, and if they expected to market them here they would 
not lose them, would they? 

Mr. Rernstern. I don’t suppose so, sir. 

Chairman Easttanp. What Swiss bondholders have been vali- 
dated? 

Mr. Rernstern. I think we have had—the board has validated a 
number of thousands of applications of bonds. I think it would 
be very difficult to give a complete list. 

A typical holding of bonds, average, is about something like 4 or 5 
bonds, so that you get a large number of individual registrations, sir. 

Chairman EastLanp. I mean in substantial sums of money. 

Mr. Rernstern. Substantial sums? I could not answer that 
question offhand, sir. 

Chairman Eastnanp. Waita minute. Is it not suspected now that 
these bonds are being marketed in this country through Switzerland? 

Mr. Rernstern. Looted bonds? 

Chairman EastLanp. Yes. 

Mr. Rernstern. Well, sir, the whole procedure which we have set 
up with this board was designed to prevent people from realizing on 
looted bonds. I don’t know that any information has come to our 
attention up to now that suggests that—— 

Chairman EastLanp. What? 

Mr. Rernstern. I don’t know that any information has come to our 
attention thus far to indicate that there has been any substantial 
amount of invalid bonds that have found their way into American 
markets. 

The whole purpose of this exercise is to protect the American mar- 
ket and to protect the American investor and, in the final analysis, to 
protect the American Government against the looting of the bonds. 

Mr. Morris. If, Mr. Reinstein, the amount, which is now $140 
million, the amount of the value of the bonds validated, if that amount 
exceeds $250 million, then you may have to begin to assume that some 
of the bonds validated may have been validated possibly too hastily, 
is that right, if the estimated amount is $600 million, and $350 million 
have been looted? 

Mr. Rernstern. If that happened, perhaps; or it might prove that 
the estimate was not quite accurate. I mean, if very substantial 
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amounts of bonds suddenly appeared, I mean that would be a rather 
suspicious circumstance, I would think. 

Mr. Morris. Do you know, for instance, in the Abrey case, Abrey 
contended, did he not, that the bonds were in a safe-deposit box in the 
United States on January 1, 1945? Was that his contention? 

Mr. Retnsrern. I am sorry, sir, I am afraid I am not in a position 
to discuss the individual cases. They were considered by the board, 
of course, which is an independent institution, and I don’t feel com- 
petent to discuss the particular case, sir. 

Mr. Morris. Do you have the Abrey opinion? 

Mr. Rernstern. Yes, we have the opinion in that case, and in the 
other cases in which validation was denied, and would be very glad to 
submit them for the record. 

Mr. Morris. Mr. Chairman, would you receive those in the record? 

Chairman EastLanp. Yes, we would. 

Mr. Morris. How many opinions are you submitting? 

Mr. Rernstern. There are six opinions, sir. 

Mr. Morris. Six opinions, of six cases, therefore, where validation 
has been denied, and these opinions tell the full story, do they not? 

Mr. Rernstern. Yes, sir. 

(The documents referred to appear as Appendix I to this volume.) 

Mr. Morris. Mr. Reinstein, if you encounter anything suspicious 
or anything which you feel is improper or any evidence that there is 
Soviet infiltration via currency into the United States dollar market, 
you yourself do not concern yourself about it, do you? 

Mr. Rersrein. Well, obviously the information in this is a matter 
of public record. It is made available to American Government 
agencies. The record is open in all these cases. 

The function of the Board, of course, is a limited one of determining 
the facts as to whether the bond was inside or outside of Germany. 

Mr. Morris. The point I wanted to make, Mr. Reinstein, if you 
do encounter any evidence that could give rise to suspicions, or which 
would be evidence that the Soviets are as a matter of fact attempting 
by this procedure to introduce currency, dollars, into the United 
States dollar market, then you yourself do not address yourself to 
that problem, but turn it over to the appropriate branch of the 
United States Government? 

Mr. Rernstern. Yes, sir. 

Mr. Morais. If we want to look for the evidence itself for these 
things that we are interested in, we do not look to the Validation 
Board, but rather to some other agency in Government? 

Mr. ReEINstTEIN. Yes, sir. 

Mr. Morris. That is it, precisely. 

Mr. Rernstew. Yes, sir. 

Mr. Morris. And all you could tell us were these opinions, which 
you have presented now and which have been received in evidence, 
as the general area, the general case that is involved, the evidence 
only so far as it bears on the determination of whether they were in 
Germany on January 1, 1945. 

Mr. ReInstEIn. Yes, sir. 

Mr. Morris. And anything else would really be irrelevant to that 
record, and therefore you would be turning it over to some other 
branch of the Government. 

Mr. ReEInsTEIN. Yes, sir. 
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Mr. Morris. I have no further questions. Maybe Mr. Finzel has 
a question. 

Mr. Finzev. I would just like to ask one. 

There are two bondholders’ protective committees in the United 
States concerned with these issues; is that correct? 

Mr. Rernsrern. Yes, sir. 

Mr. Fryzev. What are those two? 

Mr. Retnsrein. One is the Council of Foreign Bondholders, which 
deals with bonds which are issued by governments or guaranteed by 
governments; and then, in the case of German bonds, there is the 
Committee for German Corporate Dollar Bonds. 

Mr. Finzev. Industrial issues? 

Mr. Rernsrern. In the industrial issues. 

Mr. Finzext. Where is the location of those two bondholders 
committees? 

Mr. Reinstern. The Council of Foreign Bondholders is in New 
York. 

Mr. Kearney. 90 Broad Street, and its correct title is the Foreign 
Bondholders Protective Council, Inc. 

Mr. Finzex. Where is the location of the industrial bondholders 
protective committee? 

Mr. Kearney. Their offices are in Rockefeller Center in New York 
City. I don’t—I think it is at 660 Fifth Avenue. 

Mr. Finzeu. Isn’t there one located here in Washington? 

Mr. Kearney. Yes, sir. There is also an office here in Washington 
that 1s 

Mr. Rernstetn. The corporate committee has a Washington office, 
sir. Their counsel is here. 

Mr. Finzext. Are those two bondholders committees composed of 
Americans? 

Mr. RernstEINn. Yes, sir. 

Mr. Frnzev. And work with the Board? Or are they independent 
of the Validation Board? 

Mr. Rernstern. They are quite independent. They represent the 
interests of creditors. ‘Their primary function is to negotiate with 
the debtors and to get from the debtor a settlement, an offer of settle- 
nent, which they can recommend to the creditors. 

The bondholders’ councils and committees, and also the various 
interests in the financial community, have all cooperated with the 
Government in working out this validation procedure so that it would 
be effective, the American securities market would be protected, and 
the American investor would be protected. 

Mr. Finzev. Do they assist you? 

Mr. Rernstern. They assisted in working out the arrangements, 
but they do not participate in any way in the validation of bonds. 

Mr. Frinzev. But their interest is the protection of the holders of 
these securities? 

Mr. Rernstern. They represent the interests of the holders in 
negotiations with the debtor. 

Mr. Morais. Well, thank you very much, Mr. Reinstein. 

Mr. Reinstein is finished, Senator. 

On behalf of Senator Eastland, let me thank you, Mr. Reinstein and 
Mr. Kearney, for coming down and contaibatine to the general 
problem. Thank you. 
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Mr.’ Rernstein. Thanktyou. 

Mr. Finzex. Mr. Reinstein, can you give the committee a report of 
the Validation Board’s activities? 

Mr. Rernstein. Yes. The Board has submitted 2 reports to the 
2 Governments, and we would be very glad to file that with you. 

Mr. Finzex. Will you make that part of the record, those two 
reports? 

Mr. RetnsteEin. Yes. 

(The reports were marked ‘Exhibits Nos. 299 and 299A” and may 
be found in the committee files.) 

(Whereupon, at 12:15 p. m., the subcommittee adjourned.) 
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Tue Boarp FOR THE VALIDATION oF GERMAN BONDS IN THE UNITED STATES 
DECISION AND OPINION 


In the Matter of the Registration by Mrs. Jean Gruter, Elizabethstrasse 77, Basle, 
Switzerland, of 1 Siemens & Halske Stock Corp. $1,000 25-Year 6% Percent 
Sinking Fund Gold Debenture 

DECISION 


With respect to registration No. 39/14365/81, filed by Mrs. Jean Gruter, The 
Board for the Validation of German Bonds in the United States (Validation Board 
for German Dollar Bonds) denies validation of Siemens & Halske Stock Corp. 
$1,000 25-year 6% percent sinking fund gold debenture, serial No. M15679, 
because upon giving due weight to all pertinent circumstances the Board is not 
satisfied that the requirements for validation have been met but on the contrary 
finds that the debenture was not a bond held abroad within the meaning of 
article 3 (1) No. 1 of the validation law but was on January 1, 1945, located in the 
vaults of a Berlin bank, was reacquired by the issuer and had been canceled 
through perforation by the issuer. 

The record of proceedings before the Board consists of 16 documents listed in 
the appendix.* The Board’s letter to the registrant dated April 25, 1955 (record, 
document 12) advising her of the facts shown by the record of proceedings, stating 
that the Board was not satisfied that the requirements for validation have been 
met, and affording her an opportunity to submit rebuttal evidence, did not result 
in the submission of any further evidence by the registrant. 


(Signed) Dovaias W. Hartman, 
United States Member. 
(Signed) Dr. WatrHerR Sxavpy, 
Deputy German Member. 
OPINION 
A. Validation requirements 


Article 3 of the validation law lays down the requirements for validation of a 
bond subject to the validation,procedure. Paragraph 1 of that article provides, 
inter alia, that a foreign currency bond shall,be validated in the examination pro- 
ceeding if it is“‘a bond held abroad”’ and is not{subject to the provisions of article 
6 of the law.@A bond held abroad is defined in paragraph 2 of article 3 as one 
which “‘was located on January 1, 1945, outside the borders of Germany as they 
existed on December 31, 1937 (hereinafter called outside Germany) and outside 
Danzig, Memel, Austria and such parts of Poland or Czechoslovakia including the 
former Protectorate of Bohemia_and Moravia as, by January 1, 1945, had been 
incorporated by Germany into,her administration.” 

Article 6 of the validation law,'to which article 3 is subject, deals with ‘‘amorti- 
zation bonds.’”’ Paragraph 1 of the article provides: 

(1) For the purpose of this law foreign currency bonds which— 
@1. were reacquired by the issuer or acquired for his account * * * 
are deemed to have been acquired for amortization purposes and to be 
invalid * * * 
(2) Paragraph (1) shall not apply to bonds which on or before May 8, 
1945, have been pledged or deposited as collateral in favor of third parties or 
otherwise reentered circulation * * *, 


B. Registrant's case 
Section B of the registration form (record, document 1) contains a statement 
that the registrant believes the Siemens & Halske Stock Corp. $1,000 25 year 
64-percent sinking fund gold debenture registered by her (hereinafter referred to 
*The list of exhibits is not printed here but may be found in the subcommittee files. 
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as “‘the registered bond’”’) was in Switzerland on January 1, 1945. The basis of 
this belief is set forth in a letter dated August 23, 1954, from the registrant to Mr. 
Eliot 8. Knowles, trust officer of the Merchants National Bank of New Bedford, 
Mass. (record, document 2). This letter states that the registrant accepted the 
bond in Milan, Italy during 1951 as part payment of a debt owned her by a 
Dr. Franz Adam Minnich, of Staffelerstrasse 20, Innsbruck, Austria. Dr. 
Minnich informed the registrant that he had acquired the bond from a Swiss 
named Schmid and that he believed the bond to have been in Schmid’s possession 
in January 1945. The letter further states the registrant could obtain ‘‘no nearer 
information” regarding Schmid. The letter concludes with the statement that 
as the bond was deposited in the registrant’s former name of Jean Howard Jones, 
she is submitting a copy of her divorce decree (record, document 4) and of the 
certificate of her second marriage (record, document 5). 


C. Findings and reasons for decision 


1, Examination of the registered bond reveals that it has been perforated in 
three places and that each such perforation had been filled in with paper printed 
and colored in such a way as to make it appear, except upon close examination, 
that the bond had not been perforated. One of these perforations is through a 
decorative crossbar in the heading of the bond; the second is in the center of the 
bond through a portion of the text setting forth the conditions of the loan; the third 
is through the signature of the authorized representatives of the Siemens & Halske 
Stock Corp. (record, document 16). 

2. In the latter years of the war, 1943-45, all of the bonds of the Siemens & 
Halske Stock Corp. 6}4-percent dollar loan of 1926 which were in the custody of 
the Siemens & Halske Stock Corp. were canceled by perforation in the treasury 
vault of the company’s building in Berlin (joint affidavit of Hermann Lehmann, 
Helmut Spiecker, and Herbert Studtmann, dated November 18, 1954; record, 
document 13). 

3. Registrant’s bond bears the number of 1 of 360 bonds of the Siemens & 
Halske Stock Corp. which had been canceled by perforation for the amortization 
parenens due March 1, 1944, and forwarded on June 6, 1944, to the Deutsche 

reditsicherung K. G., Berlin, the German trustee for the loan, and received by 
them on June 9, 1944, for custody on behalf of the American paying agent Dillon 
Read & Co. (affidavit of Messrs. Lehmann, Spiecker, and Studtmann, dated 
March 17, 1955, and correspondence contained in document 14 of record). 

4. The administration building of the Deutsche Kreditsicherung K. G., the 
German trustee for the loan, at Mohrenstrasse 10, Berlin W. 8, was destroyed in 
early February 1945, but the vaults remained untouched. The Russian Army 
occupied Berlin in April 1945. Inspection of the building at the beginning of 
1947 showed that the vaults had been broken into through the masonry on the 
outside, the lock of the steel doors had been opened from the inside, and the 
vaults had been looted of all of their contents except a few business files and papers 
and some of the German foreign currency bonds originally stored therein (not 
including registrant’s bond). (Affidavits dated November 18, 1954, and March 
1, 1955, of Max Krause and Walter Kloke in document 15 of record.) 

5. The registrant’s statement of Dr. Minnich’s belief based on information 
from an unidentified Swiss named Schmid, who has not been located, is not such 
evidence as the Board sees fit to give weight to under the circumstances, par- 
ticularly in view of registrant’s failure to rebut the evidence opposing validation. 

6. The Board finds as a fact that the registered bond was in Berlin, Germany, 
on January 1, 1945, was‘held by the issuer, was canceled by the issuer through 
perforation, and was used by the issuer to meet an amortization payment. 


D. Possibility of reentry into circulation before May 8, 1945 


The sole remaining question is whether paragraph 2 of article 6 of the validation 
law is applicable, that is, whether the registered bond reentered circulation prior to 
May 8, 1945.1. While the evidence does not establish at what date between Febru- 
ary 1945 and early January 1947 the registered bond was removed from the vaults 
of the Deutsche Kreditsicherung K. G., the available evidence shows that the 
registered bond, at whatever time taken from the vaults, had previously been per- 
forated by the issuer for the purpose of cancellation (document 13 of record). 
An examination by the Board has established that the bond is still perforated 
although the perforations were cleverly camouflaged (document 16 of record). 


1 There is an additional exception in par. 2 of art. 6 which relates to bonds “‘confiscated inside or outside of 
Germany on or before May 8, 1945.” is exception is not applicable in the present case as the term ‘‘con- 
fiscated’’ is applied in the validation law only with respect to bonds which may be the subject of restitution 
DI ara 2 Germany under the restitution legislation in effect therein. Cf. art. 3, par. (1) 3; art. 10, 
par. (1); art. 16. 
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One of these perforations, which was made by order of the issuer, is through the 
signature on the bond of the authorized representative of the issuer. The second 
is through the body of the bond and the third through the heading. The Board, 
consequently, finds as a fact that this bond was perforated by the issuer who was 
then holding the bond for the purpose of canceling it at some time prior to June 6, 
1944. 

Volume 37 of the New York Consolidated Laws (the uniform negotiable instru- 
ments law) provides in section 200 that: 

‘A negotiable instrument is discharged: * * * 

“*3. By the intentional cancellation thereof by the holder, * * *” 
The bond, having been intentionally canceled by the issuer, and thus discharged 
could not, thereafter, reenter circulation, as it was no longer a negotiable instru- 
ment or, for that matter, any kind of instrument. 

The fact that the evidence of cancellation, the three perforations were skillfully 
concealed and that the bond, thereafter, may have been acquired by an innocent 
purchaser for value does not affect this conclusion.2?, Once having been discharged, 
the bond is valueless and value cannot be restored by obliterating the cancellation 
after a theft of the bond. This principle was clearly enunciated by the Supreme 
Court of the United States in a case decided in 1888 which involved a set of facts 
substantially similar to those raised by this registration. 

In District of Columbia v. Cornell (130 U. 8. 655), a clerk in the employ of the 
District of Columbia stole a number of certificates of indebtedness, payable to 
bearer, which had been issued by the Board of Public Works of the District, 
redeemed prior to maturity, stamped in ink across the face with the words, 
“Canceled by the Board of Audit” and stored in a room in the Treasury Depart- 
ment. The thief managed to remove the cancellation notice entirely from many 
of the certificates by use of chemicals. In addition he cut off the coupons from 
certificates on which the ink marks could not be completely effaced and pasted 
the coupons over the marks so that they were concealed, The thief then sold the 
certificates to innocent purchasers for value, who brought an action against the 
District of Columbia for recovery thereon. 

The Supreme Court, in holding for the District of Columbia, stated that 
“when the maker of a negotiable instrument lawfully cancels it before maturity, 
his liability upon it is extinguished and cannot be revived without his consent. 
It is immaterial whether the cancellation is by destroying the instrument or by 
writing or stamping words or lines in ink on its face, provided the instrument, in 
the condition in which he puts it, unequivocably shows that it has been canceled” 
(p. 658). The punching of 3 holes through 3 vital parts of the registered bond 
unequivocably shows that it has been canceled. Consequently, the Board finds 
that the registered bond, which had been intentionally canceled by the issuer, 
did not reenter circulation prior to May 8, 1945. 


CONCLUSION 


On the basis of the findings set forth above, the Board has decided that: 

1. The registered bond is not a bond held abroad within the meaning of 
article 3 of the validation law; 

2. The registered bond was reacquired by the issuer for amortization 
purposes within the meaning of article 6, paragraph 1 of the validation law 
and did not reenter circulation prior to May 8, 1945, within the meaning of 
paragraph 2 of the said article; 

3. The requirements for validation as laid down in article 3 of the validation 
law, therefore, have not been met and validation must be denied. 


Tue BoarD FoR THE VALIDATION OF GERMAN BonDs IN THE UNITED STATES 


DECISION AND OPINION 


In the Matter of the Registration by Credito Italiano-Roma, Via del Corso 384, 

Rome, Italy, on Behalf of Mario Alessandroni, Via Nicotera No. 20, Rome, Italy, 

) ae eee & Halske Stock Corp. $1,000 25-Year 6%-Percent Sinking Fund 
ebenture 


* The evidence before the Board does not bear on all the elements of acquisition in good faith for value. 
me Donne did not require submission of additional evidence on the point in view of the cancellation of the 
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DECISION oe Be | 


With respect to registration¥No.*20/7951/81, filed by the Credito Italiano, Via 
del Corso 384, Rome, Italy, on behalf of Mario Alessandroni, Via Nicotera 20, 
Rome, Italy, the Board for the Validation of German Bonds in the United 
States (Validation Board for German Dollar Bonds) denies validation of Siemens 
& Halske Stock Corp. $1,000 25-year 6%-percent sinking fund gold debenture, 
serial No. M15678, because upon giving due weight to all pertinent circumstances 
the Board is not satisfied that the requirements for validation have been met but 
on the contrary finds that the debenture was not a bond held abroad within the 
meaning of article 3 (1) No. 1 of the validation law but was on January 1, 1945, 
located in the vaults of a Berlin bank, was reacquired by the insurer and has 
been canceled through perforation by the issuer. 

The record of proceedings before the Board consists of 18 documents listed in 
the appendix.* Neither the Board’s letter to the registrant dated September 2, 
1954, requesting additional evidence to establish that the registered bond was 
outside of Germany on January 1, 1945, and is not a bond acquired for amorti- 
zation purposes (record, document 9) nor the Board’s letter to registrant dated 
April 25, 1955 (record, document 14), advising it of the facts shown by the record 
of proceedings, stating that the Board was not satisfied that the requirements 
for validation have been met, and affording it an opportunity to submit rebuttal 
evidence, resulted in the submission of any further evidence by the registrant. 


(Signed) Dovatas W. Harman, 
United States Member. 
(Signed) Dr. WattrHer SKaupy, 
Deputy German Member. 
OPINION 
A. Validation requirements 


Article 3 of the validation law lays down the requirements for validation of a 
bond subject to the validation procedure. Paragraph 1 of that article provides, 
inter alia, that a foreign currency bond shall be validated in the examination 
proceeding if it is “a bond held abroad” and is not subject to the provisions of 
article 6 of the law. A bond held abroad is defined in paragraph 2 of article 3 as 
on which “was located on January 1, 1945, outside the borders of Germany as 
they existed on December 31, 1937 (hereinafter called ‘outside Germany’’) and 
outside Danzig, Memel, Austria, and such parts of Poland or Czechoslovakia 
including the former Protectorate of Bohemia and Moravia as, by January 1, 
1945 ,jhad been incorporated by Germany into her administration.” 

Article 6 of the validation law, to which article 3 is subject, deals with ‘‘amorti- 
zation bonds.”’ Paragraph 1 of the article provides: 

(1) For the purpose of this law foreign currency bonds which— 

1. were reacquired by the issuer or acquired for his account * * * 
are deemed to have been acquired for amortization purposes and to be 
invalid * * *, 

(2) Paragraph (1) shall not apply to bonds which on or before May 8, 
1945, have been pledged or deposited as collateral in favor of third parties or 
otherwise reentered circulation * * * 


B. Registrant's case 


Section B of the registration form (record, document 1) states that the Siemens 
& Halske Stock Corp. $1,000 25-year 6%4-percent sinking fund gold debenture, 
No. M15678 (hereinafter referred to as the registered bond) was located on Jan- 
uary 1, 1945, in Rome, Italy, care of Credito Italiano, Via del Corso 384. In 
support of that statement registrant submitted a certification, dated January 14, 
1954, which stated that the Credito Italiano had held the registered bond for the 
account of Mr. Mario Alessandroni, “‘since before January 1, 1945, uninterrupt- 
edly”’ (record, document 3a). 

By letter dated August 23, 1954 (record, document 8), the Credito Italiano 
advised the Board that its certification of January 14, 1954 (record, document 
3a) “is not exact owing to a clerical error. In fact, we are holding the above- 
mentioned bond for the account of Mr. Mario Alessandroni from the date of 
April 24, 1952.” 

The letter thereupon requested the cancellation of the certification dated 
January 14, 1954 (record, document 3a) and the substitution of another certifi- 
cation, likewise dated January 14, 1954, to the effect that the Credito Italiano 
had held the registered bond for Mr. Alessandroni uninterruptedly from April 24 


*The list of exhibits is not printed here but may be found in the subcommittee files. 
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1952, and that Mr. Alessandroni affirms the security had been his property since 
January 1, 1945 (record, document 3b). The letter continued that Mr. Alessan- 
droni had informed the Credito Italiano that he would submit documents in the 
near future to establish he had owned the registered bond prior to January 1, 1945. 

The Board, by letter dated September 5 1954 (record, document 9) advised 
the registrant that information, received from the competent examining agency 
in Germany, indicated the registered bond was an amortization bond. Accord- 
ingly the Board requested the submission of evidence to establish the location 
of the registered bond on January 1, 1945, and to show it was not an amortization 
bond. The letter specified that evidence relating to the acquisition of the reg- 
istered bond by Mr. Alessandroni and to its location since such acquisition should 
be submitted (record, document 9). No reply was received to this letter either 
from the Credito Italiano or Mr. Alessandroni. 

The evidence in support of the registration thus is limited to a certification by 
the Credito Italiano that the registered bond has been held by them since April 
24, 1952, and that Mr. Alessandroni had affirmed to the Credito Italiano that 
he had owned the bond prior to January 1, 1945. 


C. Findings and reasons for decision 


1. Examination of the registered bond reveals that it has been perforated in 
three places and that each such perforation has been filled in with paper printed 
and colored in such a way as to make it appear, except upon close examination, 
that the bond had not been perforated. fee of these perforations is through a 
decorative crossbar in the heading of the bond; the second is in the center of the 
bond through a portion of the text setting forth the conditions of the loan; the 
third is through the signature of the authorized representative of the Siemens & 
Halske Stock Corp. (record, document 18). 

2. In the latter years of the war, 1943-45, all of the bonds of the Siemens & 
Halske Stock Corp. 6% percent dollar loan of 1926 which were in the custody of 
the Siemens & Halske stock Corp. were canceled by perforation in the treasury 
vault of the company’s building in Berlin (joint affidavit of Hermann Lehmann, 
Helmut Spiecker, and Herbert Studtmann, dated November 18, 1954; record, 
document 15). 

3. Registrant’s bond bears the number of 1 of the 360 bonds of Siemens & 
Halske Stock Corp. which had been canceled by perforation for the amortization 
ayment due March 1, 1944, and forwarded on June 6, 1944, to the Deutsche 

‘reditsicherung K. G., Berlin, the German trustee for the loan, and received by 
them on June 9, 1944, for custody on behalf of the American paying agent Dillon 
Read & Co. (affidavit of Messrs. Lehmann, Spiecker, and Studtmann, dated 
March 17, 1955, and correspondence contained in document 16 of record). 

4. The administration buiiding of the Deutsche Kreditsicherung K. G., the 
German trustee for the loan, at Mohrenstrasse 10, Berlin W. 8, was destroyed in 
early February 1945, but the vaults remained untouched. The Russian Army 
occupied Berlin in April 1945. Inspection of the building at the beginning of 
1947 showed that the vaults had been broken into through the masonry on the 
outside, the lock of the steel doors had been opened from the inside, and the vaults 
had been looted of all of their contents except a few business files and papers and 
some of the German foreign currency bonds originally stored therein (not includ- 
ing registrant’s bond) (affidavits dated November 18, 1954, and March 1, 1955 
of Max Krause and Walter Kioke in document 17 of record). 

5. The affirmation by the Credito Italiano regarding Mr. Alessandroni’s asser- 
tion that he owned the registered bond prior to January 1, 1945, is not such evi- 
dence as the Board sees fit to give weight to under the circumstances, particularly 
in view of registrant’s and Mr. Alessandroni’s failure to submit the evidence 
requested by the Board’s letter of September 2, 1954, and to rebut the evidence 
opposing validation. 

6. The Board finds as a fact that the registered bond was in Berlin, Germany, 
on January 1, 1945, was held by the issuer, was canceled by the issuer through 
perforation, and was used by the issuer to meet an amortization payment. 


D. Possibility of reentry into circulation before May 8, 1946 


The sole remaining question is whether —e 2 of article 6 of the validation 
law is one: that is, whether the registered bond reentered circulation prior 
to May 8, 1945.1 While the evidence does not establish at what date between 


1 There is an additional exception in par. 2, of art. 6 which relates to bonds ‘‘ confiscated inside or outside 

y on or before May 8, 1945.” This exception is not ap) ble in the present case as the term 

“‘eonfiscated”’ is applied in the validation law only with respect to bonds which may be the subject of resti- 

—s ee a renane under the restitution legislation in effect therein. Cf. art. 3, par. (1) 3; 
, par. (1); 
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February 1945, and early January 1947, the registered bond was removed from 
the vaults of the Deutsche Kreditsicherung K. G., the available evidence shows 
that the registered bond, at whatever time taken from the vaults, had previously 
been perforated by the issuer for the purpose of cancellation (document 15 of 
record). An examination by the Board has established that the bond is still 
perforated although the perforations were cleverly camouflaged (document 18 of 
record). One of these perforations, which was made by order of the issuer, is 
through the signature on the bond of the authorized representative of the issuer. 
The second is through the body of the bond and the third through the heading. 
The Board, consequently, finds as a fact that this bond was perforated by the 
issuer, who was then holding the bond, for the purpose of canceling it at some 
time prior to June 6, 1944. 

Volume 37 of the New York Consolidated Laws (the Uniform Negotiable 
Instruments Law) provides in section 200 that: 

““A negotiable instrument is discharged: * * * 

«3. By the intentional cancellation thereof by the holder * * *’ The bond, 
having been intentionally canceled by the issuer, and thus discharged could not, 
thereafter, reenter circulation, as it was no longer a negotiable instrument or, for 
that matter, any kind of instrument. 

The fact that the evidence of cancellation, the three perforations, were skillfully 
concealed and that the bond, thereafter, may have been acquired by an innocent 
purchaser for value does not affect this conclusion.2 Once having been dis- 
charged, the bond is valueless and value cannot be restored by obliterating the 
cancellation after a theft of the bond. This principle was clearly enunciated by 
the Supreme Court of the United States in a case decided in 1888 which involved 
a set of facts substantially similar to those raised by this registration. 

In District of Columbia v. Cornell (180 U. 8. 655) a clerk in the employ of the 
District of Columbia stole a number of certificates of indebtedness, payable to 
bearer, which had been issued by the Board of Public Works of the District, 
redeemed prior to maturity, stamped in ink across the face with the words, 
“Canceled by the Board of Audit’’ and stored in a room in the Treasury Depart- 
ment, The thief managed to remove the cancellation notice entirely from many 
of the certificates by the use of chemicals. In addition he cut off the coupons 
from certificates on which the ink marks could not be completely effaced and 
pasted the coupons over the marks so that they were concealed. The thief then 
sold the certificates to innocent purchasers for value, who brought an action 
against the District of Columbia to recover thereon, 

The Supreme Court, in holding for the District of Columbia, stated that “when 
the maker of a negotiable instrument lawfully cancels it before maturity, his 
liability upon it is extinguished and cannot be revived without his consent. It is 
immaterial whether the cancellation is by destroying the instrument or by writing 
or stamping words or lines in ink on its face, provided the instrument, in the con- 
dition in which he puts it, unequivocably shows that it has been canceled”’ (p. 658). 
The punching of 3 holes through 3 vital parts of the registered bond unequivocably 
shows that it has been canceled. Consequently, the Board finds that the regis- 
tered bond which had been intentionally canceled by the issuer, did not reenter 
circulation prior to May 8, 1945. 


CONCLUSION 


On the basis of the findings set forth above, the Board has decided that: 

1. The registered bond is not a bond held abroad within the meaning of 
article 3 of the validation law; 

2. The registered bond was reacquired by the issuer for amortization 
purposes within the meaning of article 6, paragraph 1, of the validation law 
and did not reenter circulation prior to May 8, 1945, within the meaning of 
paragraph 2 of the said article; 

3. The requirements for validation as laid down in article 3 of the vali- 
dation law, therefore, have not been met and validation must be denied, 





2 The evidence before the Board does not bear on all the elements of acquisition in good faith for value. 
The Board does not require submission of additional evidence on the point in view of the cancellation of the 
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Tue BoaRD FOR THE VALIDATION OF GERMAN BONDS IN THE UNITED States 
DECISION AND OPINION 


In the Matter of the Registration by Mr. Paul Loeb, Rua Visconde de Imhauma 
134, Rio de Janeiro, Brazil, of 1 Siemens & Halske Stock Corp., $1,000 25-Year 
6% Percent Sinking Fund Gold Debenture 


DECISION 


With respect to registration No. 44/14940/81, filed by Mr. Paul Loeb, the 
Board for the Validation of German Bonds in the United States (Validation 
Board for German Dollar Bonds) denies validation of Siemens & Halske Stock 
Corp. $1,000 25-year 6% percent sinking fund gold debenture, serial No. M15649, 
because upon giving due weight to all pertinent circumstances the Board is not 
satisfied that the requirements for validation have been met but on the contrary 
finds that the debenture was not a bond held abroad within the meaning of article 
3 (1) No. 1 of the validation law but was on January 1, 1945, located in the 
vaults of a Berlin bank, was reacquired by the issuer and had been canceled 
through perforation by the issuer. 

The record of proceedings before the Board consists of 12 documents listed in 
the appendix.* The Board’s letter to the registrant dated June 6, 1955 (rec- 
ord, document 8) advising him of the facts shown by the record of proceedings, 
stating that the Board was not satisfied that the requirements for validation have 
been met, and affording him an opportunity to submit rebuttal evidence, did not 
result in the submission of any further evidence by the registrant. 


(Signed) Dovcitas W. Hartman, 
United States Member. 


(Signed) Dr. Watrer Skxaupy 
Deputy German Member. 
OPINION 
A. Validation requirements 


Article 3 of the validation law lays down the requirements for validation of a 
bond subject to the validation procedure, Paragraph 1 of that article provides, 
inter alia, that a foreign currency bond shall be validated in the examination pro- 
ceeding if it is ‘‘a bond held abroad” and is not subject to the provisions of article 6 
of the law. A bond held abroad is defined in paragraph 2 of article 3 as one which 
‘“‘was located on January 1, 1945, outside the borders of Germany as they existed 
on December 31, 1937 (hereinafter called ‘‘outside Germany’’) and outside Danzig, 
Memel, Austria, and such parts of Poland or Czechoslovakia including the former 
protectorate of Bohemia and Moravia as, by January 1, 1945, had been incor- 
porated by Germany into her administration.” 

Article 6 of the validation law, to which article 3 is subject, deals with “amorti- 
zation bonds.’’ Paragraph 1 of the article provides: 

(1) For the purpose of this law foreign currency bonds which— 

1, Were reacquired by the issuer or acquired for his account * * * 
are deemed to have been acquired for amortization purposes and to be 
invalid * * *, 

(2) Paragraph (1) shall not apply to bonds which on or before May 8, 
1945, have been pledged or deposited as collateral in favor of third parties or 
otherwise reentered circulation * * *. 


B. Registrant’s case 


Section B of the registration form (record, document 1) regarding the location 
on January 1, 1945, of Siemens & Halske Stock Corp. $1,000 25-year 64 percent 
sinking fund gold debenture No. M15649 (hereinafter referred to as the regis- 
tered bond) has not been completed. Under sections C and F of the registration 
form, the information is set forth that registrant bought the registered bond in 
1953 in Sao Paulo, Brazil, from a Mr. Emanuel Feuer, who promised to hand the 
registrant documents “relating to previous location of the bond but never did 
so.’”’ No evidence was submitted with the registration. 


C. Findings and reasons for decision 


1, Examination of the registered bond reveals that it has been perforated in 
three places and that each such perforation had been filled in with paper printed 
and colored in such @ way as to make it appear, except upon close examination, 
that the bond had not been perforated. ne of these perforations is through a 


*The list of exhibits is not printed here but may be found in the subcommittee files. 
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decorative cross bar in the heading of the bond; the second is in the center of the 
bond through a portion of the text setting forth the conditions of the loan; the 
third is through the signature of the authorized representative of the Siemens & 
Halske Stock Corp. (record, document 12). 

2. In the latter years of the war, 1943-45, all of the bonds of the Siemens & 
Halske Stock Corp. 6% percent dollar loan of 1926 which were in the custody of 
the Siemens & Halske Stock Corp. were canceled by perforation in the treasury 
vault of the company’s building in Berlin (joint affidavit of Hermann Lehmann, 
Helmut Spiecker, and Herbert Studtmann, dated November 18, 1954; record, 
document 9). 

3. Registrant’s bond bears the number of 1 of 360 bonds of the Siemens & Halske 
Stock Corp. which had been canceled by perforation for the amortization payment 
due March 1, 1944, and forwarded on June 6, 1944, to the Deutsche Kreditsiche- 
rung K. G., Berlin, the German trustee for the loan, and received by them on 
June 9, 1944, for custody on behalf of the American paying agent Dillon, Read & 
Co. (affidavit of Messrs. Lehmann, Spiecker, and Studtmann, dated March 17, 
1955, and correspondence contained in document 10 of record). 

4. The administration building of the Deutsche Kreditsicherung K. G., the 
German trustee for the loan, at Mohrenstrasse 10, Berlin W. 8, was destroyed in 
early February 1945 but the vaults remained untouched. The Russian Army 
occupied Berlin in April 1945. Inspection of the building at the beginning of 
1947 showed that the vaults had been broken into through the masonry on the 
outside, the lock of the steel doors had been opened from the inside, and the vaults 
had been looted of all of their contents except a few business files and papers and 
some of the German foreign currency bonds originally stored therein (not includ- 
ing registrant’s bond) (affidavits dated November 18, 1954, and May 24, 1955, 
of Max Krause and Walter Kloke in document 11 of record). 

5. The registrant has not submitted any evidence either to establish that the 
registered bond was located outside of Germany on January 1, 1945, or to refute 
the evidence opposing validation. 

6. The Board finds as a fact that the registered bond was in Berlin, Germany, 
on January 1, 1945, was held by the issuer, was canceled by the issuer through 
perforation, and was used by the issuer to meet an amortization payment. 


D. Possibility of reentry into circulation before May 8, 1945 


The sole remaining question is whether paragraph 2 of article 6 of the validation 
law is applicable, that is, whether the registered bond reentered circulation prior 
to May 8, 1945.1 While the evidence does not establish at what date between 
February 1945 and early January 1947 the registered bond was removed from the 
vaults of the Deutsche Kreditsicherung K. G., the available evidence shows that 
the registered bond, at whatever time taken from the vaults, had previously been 
perforated by the issuer for the purpose of cancellation (document 9 of record). 
An examination by the Board has established that the bond is still perforated 
although the perforations were cleverly camouflaged (document 12 of record). 
One of these perforations, which was made by order of the issuer, is through the 
signature on the bond of the authorized representative of the issuer. The second 
is through the body of the bond, and the third through the heading. The Board, 
consequently, finds as a fact that this bond was perforated by the issuer who was 
then holding the bond for the purpose of canceling it at some time prior to June 6, 
1944. 

Volume 37 of the New York consolidated laws (the uniform negotiable instru- 
ments law) provides in section 200 that: 

“A negotiable instrument is discharged: * * *. 

“3. By the intential cancellation thereof by the holder, * * *.” 


The bond, having been intentionally canceled by the issuer, and thus discharged 
could not, thereafter, reenter circulation as it was no longer a negotiable instru- 
ment or, for that matter, any kind of instrument. 

The fact that the evidence of cancellation, the three perforations were skillfully 
concealed and that the bond, thereafter, may have been acquired by an innocent 
purchaser for value does not affect this conclusion.2 Once having been discharged, 


1 There is an additional exception in par. 2 of art. 6 which relates to bonds ‘‘confiscated inside or outside 
of Germany on or before May 8, 1945.” This exception is not applicable in the present case as the term 
**confiscated’’ is applied in the validation law only with respect to bonds which may be the subject of restitu- 
tion ew in Germany under the restitution legislation in effect therein. Cf. art. 3, par. (1) 3; art. 10, 

. (1); art. 16. 
Pe The evidence before the Board does not bear on all the elements of acquisition in good faith for value. 
—— does not require submission of additional evidence on the point in view of the cancellation of 
the bond. 
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the bond is valueless and value cannot be restored by obliterating the cancella- 
tion after a theft of the bond. This principle was clearly enunciated by the 
Supreme Court of the United States in a case decided in 1888 which involved a 
set of facts substantially similar to those raised by this registration. 

In District of Columbia v. Cornell (130 U. 8. 655) a clerk in the employ of the 
District of Columbia stole a number of certificates of indebtedness, payable to 
bearer, which had been issued by the Board of Public Works of the District, 
redeemed prior to maturity, stamped in ink across the face with the words, “‘Can- 
celed by the Board of Audit” and stored in a room in the Treasury Department. 
The thief managed to remove the cancellation notice entirely from many of the 
certificates by use of chemicals. In addition, he cut off the coupons from certifi- 
cates on which the ink marks could not be completely effaced and pasted the 
coupons over the marks so that they were concealed. The thief then sold the 
certificates to innocent purchasers for value, who brought an action against the 
District of Columbia for recovery thereon. 

The Supreme Court, in holding for the District of Columbia, stated that “when 
the maker of a negotiable instrument lawfully cancels it before maturity, his 
liability upon it is extinguished and cannot be revived without his consent. It is 
immaterial whether the cancellation is by destroying the instrument or by writ- 
ing or oe words or lines in ink on its face, provided the instrument, in the 
condition in which he puts it, unequivocably shows that it has been canceled”’ 
(p. 658). The punching of 3 holes through 3 vital parts of the registered bond 
unequivocably shows that it has been canceled. Consequently, the Board finds 
that the registered bond, which had been intentionally canceled by the issuer, 
did not reenter circulation prior to May 8, 1945. 


CONCLUSION 


On the basis of the findings set forth above, the Board has decided that: 

1. The registered bond is not a bond held abroad within the meaning of 
article 3 of the validation law; 

2. The registered bond was reacquired by the issuer for amortization pur- 
poses within the meaning of article 6, paragraph 1, of the validation law and 
did not reenter circulation prior to May 8, 1945, within the meaning of para- 
graph 2 of the said article; 

3. The requirements for validation as laid down in article 3 of the valida- 
tion law, therefore, have not been met and validation must be denied. 
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Tue BoarpD FOR THE VALIDATION OF GERMAN BONDS IN THE UNITED STATES 
DECISION AND OPINION 


In the Matter of the Registration by Mr. Richard H. Abrey, Care of Sidney Roffman, 
Esq., 226 Broadway, New York, N. Y., of 245 United Steel Works Corp., $1,000 
6% percent 20-year sinking fund debentures, series A, due July 1, 1947 


DECISION 


With respect to registration No. 3/51279/88, filed by Mr. Richard H. Abrey, 
the Board for the Validation of German Bonds in the United States (Validation 
Board for German Dollar Bonds) denies validation of the 245 United Steel Works 
Corp. $1,000 6% percent 20-year sinking fund debentures, series A, due July 1, 
1947, with serial Nos.: M16419, M16420, M16423, M16424, M16425, M16426, 
M16427, M16428, M16429, M16444, M18526, M18540, M18544, M18564, 
M18569, M18570, M18602, M18643, M18645, M18648, M18652, M18660, 
M18681, M18723, M18724, M18745, M18750, M18873, M18893, M18949, 
M18990, M18991, M18992, M18993, M18995, M18996, M18997, M18998, 
M19129, M19201, M19209, M19210, M19212, M19825, M19826, M19883, 
M19884, M19893, M19933, M20022, M20027, M20028, M20029, M20045, 
M20047, M20048, M20071, M20072, M20073, M20117, M20118, M20119, 
M20125, M20126, M20129, M20151, M20189, M20190, M20431, M20447, 
M20449, M20607, M20608, M20612, M20766, M20775, M20798, M20801, 
M20802, M20804, M20808, M20809, M20810, M20811, M20812, M20857, 
M20858, M20859, M20860, M20861, M20881, M24382, M24383, M24433, 
M24434, M24435, M24436, M24437, M24438, M24439, M24511, M24582, 
M24631, M24632, M24633, M24634, M24635, M24636, M24637, M24894, 
M24909, M24910, M24911, M25083, M25085, M25096, M25097, M25122, 
M25123, M25128, M25140, M25163, M25164, M25165, M25166, M25187, 
M25204, M25213, M25214, M25215, M25229, M25230, M25231, M25236, 
M25237, M25238, M25239, M25265, M25267, M25326, M25327, M25331, 
M25334, M25335, M25342, M25353, M25367, M25395, M25400, M25401, 
M25443, M25446, M25454, M25455, M25458, M25459, M25460, M25482, 
M25485, M25488, M25492, M25493, M25494, M25550, M25570, M25579, 
M25580, M25581, M25632, M25634, M25635, M25636, M25640, M25642, 
M25643, M25644, M25645, M25646, M25647, M25648, M25650, M2565], 
M25653, M25658, M25660, M25665, M25667, M25685, M25751, M25752, 
M25785, M25786, M25787, M25788, M25799, M25800, M25822, M25823, 
M25827, M25828, M25830, M25833, M25846, M25847, M25902, M25903, 
M26117, M26118, M26119, M26120, M26121, M26122, M26139, M26140, 
M26146, M26147, M26152, M26158, M26159, M26162, M26193, M26194, 
M26216, M26217, M26219, M26220, M26228, M26229, M26230, M26243, 
M26244, M26245, M26252, M26267, M26269, M26278, M26285, M26286, 
M26287, M26288, M26290, M26291, M26356, M26363, M26382, because, upon 
giving due weight to all pertinent circumstances, the Board is not satisfied that 
the requirements for validation have been met but, on the contrary, finds that 
the debentures were not bonds held abroad within the meaning of article 3 (1) 
No. 1 of the validation law but were on January 1, 1945, located in the vaults 
of the Reichsbank in Berlin and had been reacquired by the issuer. 

The record of proceedings before the Board consists of 46 exhibits, a hearing 
record and 70 procedural papers listed in the appendix.* 

(Signed) Dovucias W. Hartman, 
United States Member. 
(Signed) Dr. Watter Revsca, 
German Member. 


*The list of exhibits and procedural papers is not printed here but is available ‘n the subcommittee files. 
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OPINION 





Part I. Background 


The Board for the Validation of German Bonds in the United States, generally 
and more succinctly known as the Validation Board for German Dollar Bonds, is 
required when denying validation to bonds registered with it, to advise the 
registrant of the reasons which impelled such denial. In setting forth its reasons 
for denying validation in respect of the present registration, that of Mr. Richard 
H. Abrey, the Board considers it desirable to review briefly the historical necessities 
which have led to the establishment of the validation procedure and the manner 
in which the procedure was molded into its present form. Further, because the 
validation procedure is extremely novel, if not unprecedented, the Board is of the 
opinion that it would be helpful to review the principal features of the procedure. 

Its genealogy extends cea to the 1920’s, specifically to 1924, the year in which 
the Dawes loan, the first of the large German foreign currency bond issues, was 
floated. For the next 6 years expanding economic activity in Germany attracted 
and was nurtured by, very substantial foreign capital investments, Well over a 
hundred different dollar bond issues were offered in the United States by the 
Weimar Republic, by the German states and cities, by every variety of German 
business activity and even by religious orders and bishoprics. The total face 
value of these loans came to more than $2 billion. The bulk of these German 
dollar bonds were purchased by residents of the United States. As these were 
the haleyon days before currency controls, however, substantial quantities of these 
bonds were acquired by purchasers in other countries, including Germany. 

The worldwide contraction of credit following the stock market collapse in 1929 
in the United States had a disastrous effect upon the German economy. The dual 
burden of meeting payments due on her foreign debts and on World War I repara- 
tions produced a serious financial crisis. The Young plan of 1930, with its con- 
comitant Young loan, was adopted to meet this emergency. Nevertheless the 
emergency became more acute. The Hoover moratorium and the banking 
moratorium (the Standstill Agreements) followed in 1931, the year in which 
Germany introduced foreign currency controls. 

In 1933, the Hitler regime introduced legislation requiring German debtors to 
make payment for the full service on foreign debts to a German public corpora- 
tion—the Conversion Office for German Foreign Debts (Konversionskasse).! 
Such payment, which could be made in reichsmarks or by the transfer of bonds, 
when available, of the issue concerned, released the debtor, under German law, 
from further liability on the debt to the extent of the payment.’ 

The Conversion Office did not meet payments due on foreign loans in accordance 
with the contract terms thereof. Instead “payments in foreign currencies were 
offered and made by the Konversionskasse to foreign bondbolders on varying 
terms, which were either negotiated with governments or bondholder groups of 
each creditor nation or offered unilaterally by the Germans.” * 

Insofar as the German dollar bond issues were concerned, offers of reduced 
interest payments were made sporadically. These offers customarily provided 
for payment of the interest in a variety of blocked reichsmarks, at a reduced rate 
in foreign exchange, or in securities denominated in foreign currency or reichs- 
marks issued by the Conversion Office. 

After 1933, amortization payments on dollar bond issues were not, as a rule, 
met by payment of foreign exchange to the trustees or paying agents. Such pay- 
ments were made, to the extent permissible under the indentures, by delivery to 
the trustee or paying agent of bonds of the issue concerned. In the few cases 
when drawings were carried out under the indentures, the Conversion Office 
offered the holders of the drawn bonds other nonmatured bonds of that issue, or, 
if no such bonds were available, bonds of another issue as similar as possible to the 
drawn bonds, or to make payment in blocked reichsmarks. When serial bonds 4 
came due, the Conversion Office offered to replace them with bonds of a later 
series, or, if none were available, with bonds as similar to the due bonds as possible, 
or to make payment in blocked reichsmarks. 





1 These requirements did not apply to the Reich debts, which were handled through a separate organiza- 
tion, the Reich Debt Administration. 

2 With es to the dollar bond issues, the trust indentures almost invariably provided for the applica- 
tion of New York law. Courts in the United States generally refused to recognize this German legislation 


as a matter of public policy because of its discriminatory features. See Central Hanover Bank & Trust 
Co. v. Siemens & Halske Aktiengesellschaft et al. (15 F. Sup. 927, 8. D. N. Y., 1936) Pan American Securities 
Corp. v. Fried. Krupp Aktiengesellschaft (6 N. Y. Sup. 993, Supreme Court, Kings Cty., 1938). 

3 Letter from the Secretary of State to the President of the United States submitting agreements respect- 
ing the German Debt Settlement in 83d Cong., Ist sess., Senate Executives D, E, F, and G (p. 7). 

4 Nine out of the 92 dollar bond issues subject to validation are serial issues. 
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The bonds issued by the Conversion Office in carrying out these transactions 
were acquired by it either from the debtors as part of the debt service payment or 
by purchase. Such purchases were, as a rule, carried out by another German 
public corporation, the Deutsche Golddiskontbank. The Conversion Office used 
the Reichsmark funds it received from debtors in debt service payments to finance 
these purchases; the necessary foreign exchange was supplied by the Reichsbank. 
The Deutsche Golddiskontbank bought the bonds in the various world markets, 
usually through local brokers. 

Foreign currency bonds acquired by the Conversion Office were held in the 
Reichsbank Treasury, Berlin, until submitted to the trustees or paying agents 
of the loans for amortization. The Golddiskontbank also kept bonds acquired 
by it either for its own account or for the Conversion Office in the Reichsbank, 
as did other holders of such bonds. The issuers who had acquired their own 
bonds customarily kept them on deposit at various banks throughout Germany 
but in the main, in Berlin. 

The outbreak of the Second World War brought to an end the delivery of bonds 
by the Conversion Office to trustees and paying agents for cancellation, except in 
the case of certain neutrals. The Conversion Office, however, continued to ac- 
quire foreign currency bonds and hold them on deposit with the Reichsbank, for 
eventual use in amortization payments. 

Shortly after the surrender of Germany on May 8, 1945, the Russian occupa- 
tion forces embarked on a program of confiscating all German-held foreign cur- 
rency bonds including those of German issue. They cleared out the Reichsbank 
and the other Berlin and East German banks within their areas of control. The 
bonds seized included those held for the Conversion Office, the Golddiskontbank 
and the Reichsbank as well as the bonds held by Berlin banks for the account of 
the issuers thereof. The total face amount of bonds seized by the Russians could 
not be definitely established at the time but estimates of the seized German dollar 
bonds alone indicated a loss of $350 million in face amount, 

The German currency reform of 1948 sparked the economic renascence of 
Germany and the establishment of the German Federal Republic in 1949 laid the 
political foundation for settlement of the German prewar external debt. One of 
the major stumbling blocks in the way of such a settlement was how to deal with 
the German foreign currency bonds which had been acquired for eventual use in 
amortization and seized by the Russians before such use was possible. The Ger- 
man Federal Government took the position that the seizure of the foreign currency 
bonds was wholly without basis under international law and represented nothing 
but organized looting. It took the position in the seond place, that such bonds 
which had been originally acquired by or for the account of the issuer, the Con- 
version Office, the Golddiskontbank, the Reichsbank or the Reich, had been 
acquired for the purpose of amortizing the German foreign loans and were being 
held for such purpose at the time of seizure. Consequently, the German Federal 
Government held that such bonds were no longer valid obligations of the debtors 
and could not legally be put back into circulation by seizure and subsequent sale 
to third parties. 

The German Federal Government did not propose to pay and was determined to 
prevent any debtors subject to its jurisdiction from paying on amortization bonds 
which had been confiscated. It also wished to protect the rights of private persons 
whose bonds had been seized. Acocrdingly, it announced its intention to the 
British, French, and United States High Commissioners, as required under the 
occupation statute in matters affecting foreign interests in Germany, of enacting 
legislation prohibiting such payments. 

The British, French, and United States Governments considered the position of 
the German Federal Government as reasonable in the circumstances and justified 
under internationa] law. Furthermore, the three Governments had a direct 
interest in the legislation proposed by the German Government. On the one 
side it was apparent that the legislation was essential to protect the rights of their 
own citizens who were holders of legitimately outstanding bonds. If looted secur- 
ities in the face amount of $350 million were to participate in the benefits of a 
German debt settlement along with the $250 million in face amount of legitimately 
outstanding bonds it was quite obvious that the ultimate terms of payment would 
be substantially poorer than if the settlement was limited to the legitimately out- 
standing bonds. The three Governments were strongly opposed to sacrificing the 
rights of their own nationals, who comprised the majority of legitimate Lond- 
holders in order to ‘“‘* * * benefit no one except the Soviet Government and the 
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agents who might undertake the distribution of the stolen securities in its be- 
half * * *,”’5 This position was reinforced by consideration of the uses to which 
the Soviet Government might put such a large amount of foreign exchange. 

On the other hand the three occupying powers wished to insure that the rights 
of the holders of legitimately outstanding bonds were protected in any German 
legislation. This problem sprang from the fact that in almost all cases the bonds 
which had been taken by the Russians were bearer bonds which had not been 
marked or stamped to indicate their character as amortization bonds. In addi- 
tion, the records regarding these bonds were not complete. The legislation pro- 
posed by the Germans, therefore, envisaged a system under which each holder 
of German foreign currency bonds would be required to establish the legitimacy 
of such bonds. 

The protection of the rights of bondholders was an especially acute problem, 
in view of the nature of the German proposal, insofar as the United States was 
concerned. For, in the United States there was not immediately available docu- 
mentation for securities such as that supplied in most other countries by the 
existence of currency controls, clearing systems, or the custom of having securities 
held by banks. 

In order to insure that the rights of United States bondholders would be pro- 
tected in any legislation enacted by the German Federal Republic regarding the 
confiscated bonds a system of consultation was established by the Department of 
State and the Securities and Exchange Commission with representatives of the 
securities exchanges, the securities dealers, the trustees of the various bond 
issues, the committees representing bondholders and other interested groups. 
These representatives studied the drafts of legislation prepared by the responsible 
German agencies and worked out proposals designed to adapt the legislation to 
conditions in the United States. A series of conferences was held with the 
responsible German officials in which representatives of the Allied High Com- 
mission, the Department of State, the Securities and Exchange Commission, the 
trustees of the bond issues, and the bondholders’ committees participated from 
time to time. 

On the basis of these conferences, and of a continuing exchange of views through 
the medium of the Allied High Commission, a body of legislation was worked out 
consisting of the validation law for German dollar bonds, enacted by the German 
Federal Republic on August 25, 1952, the second implementing ordinance under 
the validation law, which adapts certain features of the validation law to the 
customs and usages prevalent in the United States, an agreement between the 
German Federal Government and the United States Government, dated Feb- 
ruary 27, 1953, which provides for the basic features of the validation procedure 
as established in the United States, and a treaty between the United States of 
America and the Federal Republic of Germany, signed April 1, 1953, whose 
principal feature is to render nonvalidated bonds unenforceable.*® 

The fundamental object of the validation procedure is set forth in article 6 (1) 
of the validation law which provides that: 

(1) For the purposes of this law, foreign currency bonds which— 
1. were reacquired by the issuer or acquired for his account or 
2. were acquired by, or for the account of, other persons directly 
liable as debtors for the obligation embodied in the bonds for the purpose 
of discharging their obligation, or 
3. were acquired by, or for the account of, the Reich, the Reichsbank, 
~ Konversionskasse for German external debts or the Gold Discount 
ank. 
are deemed to have been acquired for amortization purposes and to be 
invalid. Such bonds shall not be validated and no declaratory decree shall 
be granted in respect of them; they give only the claim for compensation 
pursuant to article 54. 
Due to the practice of the Conversion Office, as described above, of issuing re- 
acquired bonds in exchange for drawn bonds and due serial bonds and because 
some issuers had hypothecated bonds reacquired by them, article 6 (2) excludes 
from the effect of article 6 (1) bonds which, prior to May 'g, 1945, were pledged, 
deposited as collateral in favor of third parties or had otherwise reentered circula- 
tion. A second exception is provided for bonds confiscated during the Nazi 
regime from political, religious or racial persecutees and ordered returned under 
restitution measures applicable i in Germany. 


“a on ate 7 (d) to letter to the President of the United States from the Secretary of State, dated April 4, 
953, p. 231 of executives D, E, F, and G, op. cit. 

* The validation law is at p. 161 of executives D, E, F, and G, the second implementing ordinance at 197 

he inte:governmental agreement at p. 153 and the treaty at p. 143. 
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In order to put the validation operation into effect article 2 of the law pro- 
vides that bonds of the issues listed in a schedule attached to the law remain 
valid only if they are validated pursuant to the law. If such bonds are not 
registered for validation they become invalid at the end of the registration period 
(validation law, art. 50).7 

The validation law provides for two substantially different methods of pro- 
cedure. If the application for validation of a bond is claimed on the ground 
that the bond was legally acquired, as defined in article 38 of the law, or that it 
is a restituted bond (art. 3 (1) 3), the bond must be registered with an adminis- 
trative agency in Germany—the examining agency—which makes an initial 
determination (validation law, art. 3, 10, 44, and 45). Any subsequent pro- 
ceedings are carried on by a special chamber of the German courts of general 
jurisdiction, the langerichte, and then by the highest state courts, the ober- 
landesgerichte (validation law, art. 47). 

The second procedure is used if the application is made on the ground that the 
bond is one which on January 1, 1945, was located outside Germany—‘‘bond 
held abroad” (validation law, art. 3 (a) 1). The basic principle underlying 
this classification is that bonds which were outside Germany on January 1, 1945, 
would not be, in normal circumstances, amortization bonds. To determine 
cases in which validation is sought on the ground that the bond was “held 
abroad,” provision is made for the appointment of a German foreign representa- 
tive for each of the countries where German foreign currency bonds were issued 
(validation law, art. 8). Inthe United States the powers of the foreign represent- 
ative have been transferred to the Validation Board, consisting of a member 
appointed by the United States Government and a member appointed by the 
Federal German Government,’ by section 2 of the intergovernmental agreement 
dated February 27, 1953, and article 3 of the second implementing ordinance. 

A bondholder who registers a German dollar bond for validation as a bond 
held abroad is required to submit evidence that the bond was located outside 
Germany on January 1, 1945. The bondholder may use any evidence available 
to him including official documents, statements of banks or brokers, and affi- 
davits or other forms of affirmation (validation law, art. 24 (1)). Registrations 
with the Validation Board are governed specifically by the provisions of article 
4 of the second implementing ordinance under the validation law which provides 
for the submission of evidence in a descending order of desirability down to the 
registrant’s unsupported affidavit regarding his acquisition of the bond and its 
location on January 1, 1945. 

The issuer, the trustee and the paying agent are afforded an opportunity to 
submit evidence regarding a registered bond. The Validation Board is entitled to 
conduct such investigations as it considers necessary to ascertain the facts as well as 
to request the registrant to submit specific documents or other evidence (validation 
law, art. 24 (2)). Ifa registrant complies with the evidentiary requirements of the 
second implementing ordinance ‘‘and the Board has no reason to doubt that the 
statements made by the registrant in his registration are true, the Board shall 
validate the bond”’ (second implementing ordinance, art. 4 (6)). The Validation 
Board, however, is required to deny validation if it is not satisfied that the require- 
ments for validation by it have been met (validation law, art. 28 (1)). 
ve The requirements for validation of a bond registered with the Board, as indi- 
cated previously, are two: 

(a) The bond must be one held abroad as defined in article 3 of the valida- 
tion law, and 
(b) The bond must not be an amortization bond as defined in article 6 (1) 
of the validation law unless it reentered circulation prior to May 8, 1945. 
If, therefore, evidence is either submitted by the issuer, the trustee, or the paying 
agent, or acquired by the Board through investigation, which leads the Board to 
the conclusion that the registered bond is one which was inside Germany on 
January 1, 1945, or is an amortization bond which did not reenter circulation prior 
to May 8, 1945, then the Board must deny validation. Prior to denying valida- 
tion the Board must inform the registrant of the facts and evidence opposing 
validation and allow him a period of 3 months within which to contest them 
(second implementing ordinance, art. 5 (4)). 











? The normal and late registration periods provided in the United States run for a total of 5 years from 
September 1, 1953. Even after that date, a legitimate bondholder is given certain rights to compensation 
(validation law, art. 52). 

* The Board also has a Chairman, a United States citizen, who acts as tie-breaker in case the United 
States and German Members cannot agree 
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If the Board subsequently reaches a final decision to deny validation, it is 
required to advise the registrant of the decision and the reasons therefor (valida- 
tion law, art. 28). Unlike a decision by the Board to validate a bond, which is 
not subject to any review, a decision to deny validation is subject to six varieties 
of further action. Each of the six is discussed at length in the letter to the 
registrant which accompanies this decision and opinion. For present purposes it 
is necessary merely to note that they comprise: 

(a) Application to the Board for reconsideration of denial on the basis of 
newly discovered evidence (validation law, art. 30); 

(b) application to the chamber for the settlement of securities of the 
competent German district court for a review of the decision (validation 
law, art. 31); 

(c) application to a court in the United States for a decision as to whether 
the requirements for validation under the validation law have been met 
(validation law, art. 33); 

(d) Arbitration proceedings under a trust indenture or by agreement 
(validation law, art. 34); 

(e) Arbitration proceedings before a board appointed by the United States 
and German Federal Governments (validation law, art. 35; second imple- 
menting ordinance, art. 6); 

(f) registration with examining agency as a lawfully acquired bond 
(validation law, art. 37 (3)). 

In the event a proceeding is brought in a court in the United States for a deter- 
mination whether the requirements for validation under the validation law have 
been met, the members of the Board are bound to waive all immunity from service 
of process, issuing from such court (United States-German Treaty, signed April 1, 
1953). Further, the German member of the Board is bound to accept service on 
behalf of the issuer in such a proceeding if the issuer has not appointed an agent 
in the United States upon whom service may be made (validation law, art. 33). 


Part II, procedure and evidence 


The registrant in this proceeding, Mr. Richard H. Abrey, seeks validation on 
the ground that the 245 United Steel Works series 1 debentures concerned were 
on January 1, 1945, in New York City in the custody of Mr. Juan F. Funes, 
consul general of Honduras (record, proceedings, p. 1). The registration was 
supported by an affidavit of Consul enone Funes dated September 14, 1953, 
that the bonds enumerated on an attached schedule (which are the bonds regis- 
tered by Mr. Abrey) were in his custody from September 1942 to December 1950. 

The German examining agency raised objection to validation (record, pro- 
ceedings, p. 2.) and the Board advised Mr. Abrey of this objection and requested 
the submission of additional evidence. Thereupon, the registrant submitted 
additional evidence which consisted of three affidavits and an exchange of cor- 
respondence with the Bank Handlowy, Warsaw, regarding an unsuccessful 
attempt to obtain bank records concerning acquisition of the debentures by the 
registrant. 

In the affidavit submitted by Mr. Abrey he states that after the collapse of 
Poland in 1939, he felt it essential to escape and that he obtained Honduran 
diplomatic passports for himself and his wife, liquidated his fortune and arranged 
through the Bank Dyskontowy, Warsaw, for the purchase of the 245 United 
Steel Works, series A, debentures and for authorization by the German occupation 
authorities to take these debentures out of Poland. He further states that he and 
his wife left Warsaw on July 17, 1940, with the debentures in a sealed suitcase and 
eventually arrived in New York City; that while in New York he inquired as to 
the possibility of liquidating the debentures but, on the basis of conversations 
with three old friends, two of whom are now dead, determined that immediate 
sale was utterly impossible; that in September 1942 he entered the American 
Army and asked the Honduran consul general in New York, Mr. Juan Funes, 
whether he would keep the debentures for him; that Mr. Funes agreed and that on 
September 3, 1942, he left the package of bonds with Mr. Funes at his offices at 
17 Battery Place, New York City, and received a receipt therefor; and that, after 
the war, in December 1950, after installing a safe in his house, he reacquired the 
debentures from Mr. Funes and since that time has kept them in the safe at his 
house. 

Consul General Funes swore to a new affidavit dated June 18, 1954, in which 
Mr. Funes states that in August 1942, Mr. Abrey asked him if he could leave some 
German bonds with him to which Mr. Funes agreed; that in early September 
1942, Mr. Abrey brought a package to the consulate which he said contained 
German bonds; that Mr. Funes did not check the contents but, when Mr. Abrey 








SCOPE OF SOVIET ACTIVITY IN THE UNITED STATES 1761 


opened it, he noticed it contained bluish or bluish-green papers; and that Mr. Funes 
ave Mr. Abrey a receipt for the bonds and kept the package in his safe until 
ecember 1950 when he returned the package to Mr. Abrey and received back 
the receipt. 

Another affidavit sworn to by Mr. Alexander Gross states that toward the end 
of 1940 or early 1941 Mr. Abrey told Mr. Gross that the bulk of the fortune he 
had salvaged from Poland was in German debentures and that he was getting 
advice from two close friends, the bankers, Mr. Keh and Mr. Bagniewski, as to 
their disposition. 

The Board held a hearing on the Abrey registration on May 11 and 12, 1955. 
Mr. Abrey testified to substantially the same facts as those contained in his 
affidavit. He added that he had not attempted to sell the debentures in 1940 or 
early 1941 but had then inquired from Mr. Bagniewski and Mr. Keh as to the 
prospects for sale; that they had advised him that he might be able to sell the 
debentures for $500 or $1,000; and since he still had some cash and his wife’s 
valuables up to a value of $25,000, he did not have to sell the debentures (hearing, 
p. 15, 16). On cross-examination he stated that he would have sold the deben- 
ae or $100,000 but had never made an offer to sell them (hearing, 
PP. 90-99). 

Mr. Abrey testified further that shortly before he joined the Army he gave up a 
safety deposit box with the Chemical Bank in which the debentures had been 
placed and took the debentures home (hearing, pp. 59, 60) and that in 1941 he 
had taken the debentures out of the deposit box in order to make a list of the 
numbers and had then returned the debentures to the box (hearing, pp. 60-62). 
On cross-examination he admitted that, after the debentures had been returned 
by Mr. Funes in 1950, they had not been kept in a safe at his home, as stated in 
his affidavit, but in a drawer. 

On examination by the Board Mr. Abrey testified that he had not listed the 
debentures on a form he furnished the Immigration and Naturalization Service 
when he received his visitors visa although he had been instructed to list all his 
financial assets since he was afraid the debentures would be confiscated as 
connected with Germany (hearing, pp. 84, 85). He further testified that he 
probably would have sold the debentures for $50,000 in 1940 as he needed money 
badly but that he was not aware that in November and December 1940 the deben- 
tures were sold on the New York Stock Exchange at prices from 30% to 36%. After 
calculating this his 245 debentures would have brought $92,000 at a price of 36, 
he stated that he had not made any inquiries about selling the debentures until 
1942 when his funds were exhausted and he was compelled to sell part of his wife’s 
jewelry and that it was only then that he had consulted Mr. Bagniewski and Mr. 
Keh (hearing, pp. 87-90). 

Mr. Alexander Gross also testified. He stated that he was positive that it was 
at the end of 1940 or beginning of 1941 when he discussed the German debentures 
with Mr. Abrey and that it was then that Mr. Abrey had mentioned his consulting 
Mr. Keh and Mr. Bagniewski (hearing, pp. 108-111, 113). 

Mr. Juan Funes also testified. On cross-examination he stated, among other 
things, that the list of numbers attached to his affidavit of September 14, 1953, 
was given to him by Mr. Abrey; that he had attached the list to his affidavit 
because he relied on Mr. Abrey who told him that the list contained the same 
numbers as were on the list which had been in the package delivered to him by 
Mr. Abrey and that he had probably thrown away the receipt for the debentures 
after getting it back from Mr. Abrey (hearing, pp. 113-136). On examination by 
the Board, Mr. Funes testified that as far as he knew the package delivered to 
him by Mr. Abrey might not have contained bonds at all but could have been 
bluish-green wallpaper; that his affidavit of September 14, 1953, was not based 
upon personal knowledge; but on trust in Mr. Abrey (hearing, pp. 139, 140); 
that there was no list of bond numbers attached to the receipt he gave to Mr. 
Abrey for the package and that the receipt probably read something like— 
“received a package said to contain German bonds”’ (hearing, pp. 148, 151). 

After the hearing the Board investigated certain matters which had arisen in the 
course of the hearing. It established that Mr. Abrey’s safe deposit box at the 
Chemical Bank branch was No. A346-970, and that this box was not large enough 
to hold the 245 debentures. It also established that Mr. Abrey had not listed the 
debentures in a sworn report of his assets made on December 16, 1941, to the 
Secretary of Treasury as required by Federal regulations and that the reports of 
access to the box by Mr. Abrey required under Treasury Department general 
license No. 12 did not show the withdrawal of the bonds on either of the occasions 
Mr. Abrey had access to the box. This information was made available to counsel 
for Mr. Abrey, by letter of June 22, 1955. 
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On July 26, 1955, the registrant submitted the affidavit of his wife as evidence. 
In this affidavit Mrs. Abrey states that sometime in 1941 Mr. Abrey gave her a 
package, which he said contained the Germaan bonds which they had brought with 
them from Poland, and asked her to place it in the safe deposit box. For some 
reason, which Mrs. Abrey cannot recall, she kept the package in her chest of 
drawers at home instead of putting it in the bank. In 1942, Mr. Abrey asked her 
for the bonds. Several days later she took the package out of the chest of drawers 
and gave it to him. It was not until June 1955, that she told Mr. Abrey that she 
had kept the package at home. 

The evidence opposing validation consists of 11 affidavits submitted by the 
issuer,® 1 affidavit obtained by the Board, 14 minutes covering interrogations 
carried out by the Board members in Germany " and certain reports, letters, 
and memoranda acquired by the Board in the course of its investigations. The 
affidavits and minutes embody testimony of present or former officials and 
employees of the Conversion Office, the Dresdner Bank, Berlin, the Irving Trust 
Co., New York City, the Reichsbank, and the United Steel Works Corp. This 
testimony is to the following effect: 

1. The debentures registered by Mr. Abrevy were all part of certain dollar deben- 
tures of the issuer exchanged in 1934 for reichsmark securities (record, document 
8). The exchanged dollar debentures were held in a trust account by the Reichs- 
bank in Berlin pending retirement of such reichsmark securities. Subsequently 
an exchange operation for these reichsmark securities permitted the released to 
the issuer of the exchanged dollar debentures and such dollar debentures were 
transferred to the Dresdner Bank, Berlin, for the account of the issuer. All of 
the debentures registered by Mr. Abrey appear on records of the Dresdner Bank 
recording the transfer of dollar debentures of the issuer to such bank in 1938. 
(See, in particular, record, docurrents 8, 9, 21.) 

2. The records of the Dresdner Bank also show that on July 7, 1939, $600,000 
of the dollar debentvres of the issver, including all of the debentures registered 
by Mr. Abrey, were delivered by the Dresdner Bank to the Reichsbank in Berlin 
for the account of the Conversion Office for German foreign debts in the Reichs- 
bank. (See, in particular, record, documents 10, 22, 23.) 

3. After the outbreak of the Second World War the Conversion Office did not 
send dollar bonds to the United States for amortization purposes but, when an 
amortization payment came due, the Conversion Office instructed the Reichs- 
bank to transfer sufficient securities to meet the amortization payment from its 
commercial deposit to a special amortization deposit. Upon receipt by the 
Conversion Office of confirmation of such transfer, the Conversion Office would 
send a letter to the American trustee or paying agent referring to the deposit in 
the special amortization account and listing the number of the bonds so deposited. 
The numbers were copied from the numbers listed by the Reichsbank. (See, in 
particular, record, documents 11, 24, 25, 26, 27, 28.) The procedures followed by 
the Reichsbank in transferring securities to amortization deposits and in checking 
and listing the numbers of securities so transferred were meticulous and included 
the physical transfer of the securities from one vault to another vault for temporary 
deposit while the necessary records were prepared and then the transfer of the 
securities to a different safe in the original vault for permanent safekeeping. 
(See, in particular, record, documents 12, 13, 14, 25.) 

4. On April 29, 1941, the Irving Trust Co. received a letter from the Con- 
version Office, reference No. 026982.41, dated March 20, 1941, which stated that 
$600,000 in face amount of United Steel Works debentures had been placed in a 
special account in the Reichsbank to meet the amortization payment which had 
fallen due on July 1, 1939. Attached to this letter was a list of 600 series A 
debentures (each of $1,000 principal amount) which made up the deposit. The 
number of each of the 245 debentures registered by Mr. Abrey is contained in the 
list attached to that letter (record, document 20). The letter and list have been 
identified by the Conversion Office officials and employees who prepared, checked, 
and signed them. (See, in particular, record, documents 11, 24, 25, 28.) 

* The issuer, the United Steel Works Corp., was broken up into a number of different compantes under 
the decartelization legislation in effect in Germany. Responsibility for repayment of the debentures rests 
upon certain of these companies, generally called successor companies. A joint agency to handle matters 
relating to such debts, ‘‘the Beratungsbuero” has been set up by the successor companies. For simplicity, 
however. the opinion will refer to the issuer rather than the successor cotnpanies or the Beratungsbuero. 

1 Eight of the persons submitting affidavits were also interrogated by the Board members. 

11 The time lapse between the date (July 1, 1939) on which the amortization payment was due and the date 


of the letter resulted from the fact that time was needed to formulate the substitute system of amortization, 
Ee it into effect and to catch up on the accumulation of amortization payments (record, documents 11, 24, 
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5. Securities deposited with the Reichsbank by the conversion office were held 
in vaults in the basement of the Reichsbank Building at 14 Hausvogteiplatz, 
Berlin. The provisions for protection and safeguarding were detailed and elab- 
orate. All cashiers having access to the vaults were jointly liable for any loss 
that might occur. The paymasters who had access to the vaults were indi- 
vidually liable. Selection for either post was made only after thorough investi- 
gation and from the most reliable personnel of the Reichsbank. There were 
frequent inspections of the vaults, including the checking, at random, of securities 
against prepared lists. No deficiency was ever discovered in the course of the 
inspections, including the inspection conducted on the only occasion during the 
war when the building suffered some bomb damage during February 1945. No 
order was ever given by the conversion office or received by the Reichsbank for 
the removal of securities from the amortization deposit. The Reichsbank officials 
who testified were unanimous in stating that, in view of the system of controls 
and inspections, securities could not have been taken from the deposit illegally 
or secretly and, further, that no securities were ever found to be missing. 

6. The treasury vault in question was closed for the last time in the regular 
course of business on April 21, 1945. Around May 15, the officials holding keys 
to the vault were summoned to the Reichsbank. A Russian officer, accompanied 
by some soldiers, met them and ordered the vault opened. The officer and the 
officials then went through the vault examining all safes therein, at which time 
everything was in order. The vault was then relocked and the keys turned over 
to the Russian officer (record, documents 12-14). 

The issuer also submitted several affidavits in rebuttal of the evidence sub- 
mitted by the registrant. Dr. Laschtowiczka, member of the board of directors 

_of the Bank Dyskontowy, Warsaw, for the period 1935 to May 1940, who served 
as deputy chief of the Polish Banking Supervisory Office after May 1940, testified 
that the Bank Dyskontowy had no United Steel works debentures prior to 
August 31, 1939, and that, to the best of his knowledge, no such debentures were 
acquired after that time.” Erich Tetzner, former head of the German office in 
Poland charged with control of foreign currency assets, testified that under the 
regulations in effect during the German occupation of Poland, he personally 
would have had to approve a transaction involving the purchase, sale, or export 
of $245,000 in face value of United Steel works debentures and that no applica- 
tion was ever filed with his office. 

The Board, after considering the evidence outlined above, was not satisfied 
that Mr. Abrey had established that the debentures registered by him were out- 
side of Germany on January 1, 1945. Instead, on the basis of such evidence, 
it concluded that the debentures were in the vaults of the Reichsbank in Berlin 
on that date and that the debentures were amortization bonds which had not 
reentered circulation prior to May 8, 1945. 

Pursuant to the requirements of the validation law and the second implement- 
ing ordinance the Board sent a letter to Mr. Abrey on July 27, 1955, advising 
him of the facts and evidence opposing validation and affording him a 3 months’ 
period within which to refute such facts and evidence. The Board offered in 
this letter to aid Mr. Abrey in any way within its power. The Board repeated 
this offer in a covering letter to Mr. Abrey’s counsel. Mr. Abrey did not submit 
any evidence during the 3-month period or during an additional time period, ex- 
piring November 16, 1955, which was granted at his request. 

In a letter to the Board dated November 7, 1955, counsel for Mr. Abrey sub- 
mitted that the registrant’s evidence met the requirements for validation and 
that the evidence opposing validation did not refute the registrant’s evidence 
because it did not establish that the debentures in question could not have been 
stolen in transit or removed from the Reichsbank vaults and subsequently sold 
to innocent persons, and because the letter to the Irving Trust Co. undoubtedly 
was “prepared and sent forward on the basis of incorrect records maintained in 
the Reichsbank at a time when the bonds themselves were outside Germany” 
(record, proceedings, p. 65). As these statements went to the veracity of the 
witnesses in Germany who had testified respecting the procedures in the con- 
version office and the Reichsbank, the Board, by letter dated November 15, 1955, 
offered Mr. Abrey the opportunity of examing the witnesses in Germany. Coun- 
sel for Mr. Abrey declined this offer by letter dated November 28, 1955, indicat- 
ing that he believed that a review by a court in the United States of the Board’s 
proceedings would require a trial de novo. The Board by letter dated December 
8, 1955, advised counsel that it was its position that a court review would be 
limited to the Board’s record of proceedings and renewed its offer with respect 





483 The witness was on leave from the bank from September 1939 to May 1940, but states he kept in close 
contact with the head of the bank, a Doctor Mikulecki. 
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to examination of the witnesses in Germany. Counsel for Mr. Abrey, by letter 
dated December 19, 1955, reaffirmed his rejection of the Board’s offer and his 
position respecting the nature of the judicial review of the Board’s decision. 

The Board, thereupon, closed the record of proceedings in respect of this regis- 
tration. 


Part III, Findings 

In deciding upon the registration of Mr. Abrey the Validation Board is con- 
fronted by a direct conflict in evidence. Mr, Abrey asserts that he acquired the 
debentures registered by him in Warsaw, Poland, in June 1940. The letter from 
the conversion office to the Irving Trust Co. dated March 20, 1941 (record, 
document 20), states that these same debentures had been deposited in a special 
account in the Reichsbank and other evidence indicates that they remained in 
the vaults of the Reichsbank until May 1945, 

The conflict in evidence extends not only to the question of the location of the 
debentures on January 1, 1945—the Reichsbank vaults or Mr. Funes’ safe—but 
also to their character as amortization bonds. On the latter point, registrant has 
not challenged the bank records and affidavits to the effect that the debentures 
registered by him were reacquired by the issuer and the Board finds as a fact that 
such debentures were reacquired by the issuer within the meaning of article 6, 
paragraph 1, of the validation law. 

There is a conflict of evidence, however, as to whether these debentures re- 
entered circulation prior to May 8, 1945, within the meaning of article 6, para- 
graph 2. Mr. Abrey asserts that he acquired the bonds in Warsaw in 1940 under 
circumstances involving or implying a reentry into circulation. The opposing 
evidence is to the effect that the debentures were delivered to the Reichsbank on 
July 7, 1939, for the account of the conversion office and remained in the Reichs- 
bank valuts until such vaults were taken over by the Russians in the middle of 
May 1945. 

The evidence to support validation is almost entirely Mr. Abrey’s own state- 
ments. These receive a kind of indirect confirmation only from the statement 
of Mr. Alexander Gross that Mr. Abrey told him that he had brought German 
bonds with him from Poland and was inquiring as to their value, the statements 
of Mr. Juan Funes that Mr. Abrey left a package with him which Mr. Abrey said 
contained German bonds, and the statement of Mrs. Abrey that she kept a pack- 
age, which Mr. Abrey had said contained the bonds which he had brought from 
Poland, in her drawer instead of putting it in the safe-deposit box. All this 
secondary material contains merely general reference to certain ‘‘German bonds’’ 
said by Mr. Abrey to have been brought from Poland, and is not independent 
corroboration as to the registered debentures themselves. As to them the only 
specific evidence comes from Mr. Abrey. 

Since the case for validation depends primarily on Mr. Abrey’s own testimony, 
those aspects of his testimony which offer a reasonable opportunity for confirma- 
tion become particularly important. But, in fact, the evidence tends to negate 
rather than confirm such aspects of his testimony. He asserts that he brought 
the debentures into the United States in 1940, but admits that he did not list 
them in documents prepared for the United States Immigration and Naturaliza- 
tion Service despite instructions to list all of his assets (hearing, pp. 84, 85). He 
did not list the debentures in a sworn report of his assets made to the Secretary 
of the Treasury on December 16, 1941 (record, document 35). His explanation 
for making what he now avers were false sworn statements to the United States 
Government, is that he was afraid the debentures might be confiscated because 
he was Polish and they were German, He thus impugns bis own credibility. 

In his affidavit, Mr. Abrey stated that he made inquiries about disposing of 
his United Steel Works debentures during the period he was waiting for his visitor’s 
visas and “found immediate sale was utterly impossible” (record, document 3, 
pp. 8, 9). He reiterated at the hearing that he had made inquiries about the 
value of the debentures in 1940. On cross-examination Mr. Abrey again testified 
that he tried to establish whether the debentures could be sold, and at what 
price, and that he was advised that they could not be sold sensibly and that it 
was his assumption that it would be a matter of a few hundred dollars or perhaps 
a thousand dollars. He stated that he would have sold the debentures for ‘‘$50,000 
or maybe $100,000” (hearing, p. 55). When it was pointed out to Mr. Abrey 
that series A debentures of the United Steel Works were being traded on the 
New York Stock Exchange in late 1940 at prices ranging from 30% to 36%, he 
stopped talking about late 1940 or early 1941—the dates he had previously used 
in referring to his inquiries about the sale of the debentures—and stated that it 
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was not until the spring of 1942 that he started to consider selling the bonds and 
began to seek information about their value (hearing, pp. 87-90). On the other 
hand, Mr. Abrey’s supporting witness, Mr. Alexander Gross, did not change his 
testimony as to time. Even after Mr. Abrey had adjusted the date of his in- 
quiries to 1942, Mr. Gross testified that the only occasion he discussed German 
bonds with Mr. Abrey was in December 1940, and that during this conversation 
Mr. Abrey stated he had consulted his advisers, Mr. Bagniewski and Mr. Keh, 
about these bonds (hearing, pp. 110, 111). 

A similar change in evidence was made with respect to the statement in Mr. 
Abrey’s affidavit that, after the debentures were returned to him by Mr. Funes, 
they were kept “ever since in the safe in my house until they were submitted for 
validation in September 1953” (record, document 3, p. 11). When cross-examined 
at the hearing on this point, Mr. Abrey stated: 

‘That is incorrect in the affidavit, sir. I did not know that we will go into such 
details. I thought that it is logical to put it this way that I had a safe which I 
built—for one of the purposes was to keep the valuable things in the safe, and 
then when I brought about these papers it was not sufficiently big for it, so we’ll 
not give it here’’ (hearing, p. 70). 

In his affidavit Mr. Abrey stated that prior to delivery to Mr. Funes he had 
kept the debentures in his safe-deposit box at the 8th Avenue and 57th Street 
branch of the Chemical Bank in New York City. At the hearing he repeated 
this statement upon direct examination, ‘‘* * * we moved to an apartment 
and then transferred these bonds into the strong box in the Chemical Bank 
* * *” (hearing, p. 12). On cross-examination, Mr. Abrey stated that, early 
in 1941, he had taken the bonds out of the safe-deposit box and made a list of the 
numbers, and that Mrs. Abrey had then returned the bonds to the box. In 
ee regarding the final removal of the bonds from the box, Mr. Abrey 
stated: 

“T did it when I gave up the box—I took everything, whatever I had in this 
bank, in this box, and it was practically nothing except these bonds, some rather 
insignificant papers—I took it out and brought it home” (hearing, p. 64). 

After the hearing, the Board discovered that Mr. Abrey’s safe-deposit box had 
been blocked by the United States Treasury, and that neither on October 24, 1941, 
nor when the box was given up on January 21, 1942, the only times Mr. Abrey 
had access to the box, had securities of any description been withdrawn there- 
from (record, documents 36-39). The Board further discovered that it was 
physically impossible for the registered debentures to fit in Mr. Abrey’s safety- 
deposit box. The Board informed Mr. Abrey of these facts. 

hereupon, the registrant’s wife submitted an affidavit stating that, when Mr. 
Abrey had told her to put the bonds in his safe-deposit box, she had instead kept 
them in her lingerie drawer, returned them upon his request in such a manner as 
to indicate they had been in the box, and only told him about this departure from 
instructions some 14% years later. It is obvious that even this affidavit does not 
explain Mr. Abrey’s statement that he had personally removed the debentures 
when he surrendered the box. Nor does it explain how Mr. Abrey could have 
thought the bonds would fit into the box. For, in 1940, by Abrey must have 
known the size of the box. And, if he had the debentures in his possession, it 
would have been clear to him that they would not fit in the box. 

The doubts raised by these discrepancies and changes in testimony are in- 
creased by the circumstances surrounding the affidavits submitted by Mr. Funes. 
Originally Mr. Funes submitted a sworn affidavit to the effect that 245 specifi- 
cally numbered United Steel works series A debentures had been in his custody 
on January 1, 1945, although it later developed, in fact, Mr. Funes did not know 
that these debentures had been in his custody and swore to such facts only be- 
cause of his friendship for, and trust in, Mr. Abrey. After the registrant was in- 
formed that the debentures might be amortization bonds and an investigation 
was begun, Mr. Funes submitted a second affidavit which completely demolished 
his first affidavit except that Mr. Funes continued to state that he had kept a 
package for Mr. Abrey and that Mr. Abrey said the package contained German 
bonds. It is difficult to escape the conclusion that the first Funes affidavit was 
a deliberate attempt on the part of Mr. Abrey to procure validation of his de- 
bentures through the use of evidence which was false as to material facts. 

The record of admittedly false sworn statements to the United States Govern- 
ment and of successive changes of testimony whea confronted with discrepancies at 
points where such testimony could be checked can hardly be explained as honest 
mistakes due to the lapse of years blurring the detail of transactions in the regis- 
trant’s memory. The Board has concluded that on the basis of the registrant’s 
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case alone there is ample reason “* * * to doubt that the statements made by 
the registrant in his registration are true’ (art. 4 (6) second implementing ordi- 
nance) The Board cannot, on this record of false and shifting testimony, rely on 
the veracity of Mr. Abrey. 

In addition, there is substantial affirmative evidence contradicting or throwing 
doubt on Mr. Abrey’s claims. Dr. Laschtowiezka, a member of the board of 
directors of the Bank Dvskontowy. Warsaw, until May 1940 and deputy chief of 
the Polish Banking Supervisory Office after May 1940, testified that the Bank 
Dyskontowy had no United Steel Works debentures prior to August 31, 1939, 
and that, on the basis of his subsequent official position and his continuing rela- 
tionship with the head of the Bank Dyskontowy, he was satisfied that no such 
debentures were acquired after that time. The testimony of Mr. Tetzner, the 
head of the foreign exchange control office in Poland from October 1939 to 1945, 
is that no application for the purchase and export of $245,000 of German issued 
debentures was ever received by his office, as was required under the regulations 
in force, and no authorization for such sale and export was ever issued. Such 
evidence goes directly to the heart of Mr. Abrey’s testimony, which is that he 
acquired the bonds through the Bank Dyskontowy, Warsaw, because he could and 
did obtain authorization from the German authorities in Poland for their sale 
and export. 

The great mass of evidence against validation, however, is evidence which 
tends to show that the debentures registered by Mr. Abrey were in the vaults of 
the Reichsbank on March 20, 1941, when the conversion office sent a letter to the 
Irving Trust Co. saving that they were and that they continued in such vaults 
until after May 8, 1945. The cumulative effect of this evidence is very strong 
even though much of it relates to business practice and custom and procedures 
from which inferences may be drawn rather than direct evidence. ounsel for 
Mr. Abrey has suggested that the evidence only relates to “general procedures 
said to have been followed with respect to the handling of bonds in the vaults of 
the Reichsbank. * * * These procedures and these persons could not have 
prevented, and did ia fact not prevent, theft in transit or removal from the vaults 
of the bonds in question * * *.’”’ And, in connection with the letter to the 
Irving Trust Co., counsel has suggested thot it ““* * * undoubtedly was prepared 
and sent forward on the basis of incorrect records maintained in the Reichsbaak 
ata ee when the bonds themselves were outside Germany” (record, proceedings, 
p. 65 

The last recorded “transit’’ of the debentures was their transfer from the Dresd- 
ner Bank to the Reichsbank in 1939. As to this, Mr. Kuhne, formerly a depart- 
ment director of the Dredsner Bank, has testified that the entry on Dresdner 
Bank Bond Number Card No. 3398, dated July 7, 1939, which he signed, regard- 
ing the transfer to the conversion office secretariat account in the Reichsbank, of 
600 series A debentures, including the debentures registered by Mr. Abrey, re- 
lated to a closed transaction, that the transfer had been completed and that no 
bond had ever disappeared in transit between the Dresdner Bank and the Reichs- 
bank. The board can see no basis for regarding this bank record as fraudulent 
and the testimony of Mr. Kuhne as false, the more so as it is supported by the 
testimony of Mr. Beise, another official of the Dresdner Bank. The board finds 
as a fact that the 600 series A debentures, including the debentures registered by 
Mr. Abrey, were, on July 7, 1939, deposited in the Reichsbank for the account 
of the conversion office. 

The suggestion that the registered debentures were removed from the vaults of 
the Reichsbank means, if Mr. Abrey is to be believed, that they were removed 

rior to or during May 1940 when Mr. Abrey was arranging their purchase in 
arsaw. Yet, almost a year later the conversion office sent a letter to the ven 
Trust Co. stating that these debentures had been placed in a special account an 
would be held there until they could be shipped to the Irving Trust Co. Mr. 
Lex and Mr. Otto of the conversion office have testified that this letter was pre- 
we = = regular course of business on the basis of _a standard report from the 
ichsbank. 

It has been suggested, however, by counsel for the registrant that the report 
from the Reichsbank was prepared on the basis of false records kept in the Riechs- 
bank. Such a suggestion necessarily involves a conspiracy among Reichsbank 
officials to conceal the theft, removal or loss of the debentures and such a con- 
spiracy would have had to be one of considerable proportions. 

To falsify the deposit in the special amortization account, for example, would 
have meant that at least 1 treasury cashier and 1 paymaster, the treasury super- 
intendent, the treasury cashier-on-duty, 2 Asservatenkasse cashiers, an Asser- 
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vatenkasse clerk and an Asservatenkasse controller would have had to be involved 
in the conspiracy at the outset. Moreover, the number involved in the con- 
—— would have had to grow because of the system of inspections in the 

ichsbank conducted by the deputy director of the securities department, by 
cashiers in the treasury, who shifted their working posts from week to week and 
conducted inspections on a quarterly basis, and the paymasters who worked with 
them, by officers from the organization and investigation department and the 
Reichsbank directorate, and by the chief and deputy chief of the Effektenkasse 
to whom discrepancies were required to be reported. Finally it would have been 
extremely difficult, if not impossible, to falsify the records without the coopera- 
tion of the bookkeeping department which provided the records upon which 
inspections were made. 

There is not the slightest evidence of such a widespread conspiracy and falsifi- 
cation of records in the Reichsbank. There is merely the suggestion on the regis- 
trant’s behalf that “‘Looting and corruption characterized the Nazi regime’”’ 
(record, proceedings, p. 65) with the inference that looting and corruption char- 
acterized the Reichsbank and that the debentures registered by Mr. Abrey were 
so looted and taken to Warsaw by May or June 1940. 

But this hypothesis raises obvious questions. If the debentures registered by 
Mr. Abrey had been looted by May or June 1940 and the records of the Reichs- 
bank were being falsified to conceal such looting, why did officials of the Reichs- 
bank pick out debentures which had been looted to put in the amortization account 
after May and June 1940 instead of debentures which were available? Such 
action, because of the reporting of the numbers to the trustee in the United States, 
would be more likely to involve the eventual disclosure of the disappearance. 
If securities had been looted, why was the amortization account system set up 
subsequently in such a manner as to make it unavoidable that the disappear- 
ance of such securities would quickly be brought to the attention of a large 
number of Reichsbank officials? How could a conspiracy involving the partici- 
pation of so many people, have remained secret—not merely through the Nazi 
regime—but even after the downfall of the Nazis? 

Apart from the inherent improbability, illustrated by these questions, that the 
debentures registered by Mr. Abrey were looted from the Reichsbank prior to 
May or June 1940, there is direct and unqualified testimony that no bonds of the 
conversion office were ever removed from the vaults of the securities department 
of the Reichsbank illegally or by order of the Nazis or Reich officials. This is 
the testimony of Mr. Mueller, the former head of the Asservatenkasse; of Mr. 
Deter, the former head of the Effektenkasse, and his deputy Mr. Keil; of Mr. 
Otto and Mr. Schulze, correspondents in the loan department of the conversion 
office and of Mr. Lex of the external loan service of the conversion office. These 
witnesses all testified that even an attempt by a Nazi or Reich official to effect 
or order such a removal would have caused the greatest excitement and could not 
have been kept secret. In addition, Mr. Kramer, one of the Effektenkasse 
treasury cashiers, Mr. Rademeier, an Effektenkasse treasury paymaster, and 
Mr. Regel, a senior director of the Reichsbank in charge of disciplinary cases 
testified that no securities had ever been missing from the Effektenkasse treasury 
vaults. Of these witnesses, at least five could not have avoided knowledge that 
the debentures registered by Mr. Abrey were missing and some could not have 
avoided active participation in concealing such a loss. Finally, these witnesses 
are unanimous in denying irregularity at the Reichsbank and concluding that the 
debentures registered by Mr. Abrey were placed in the conversion office amortiza- 
tion account at the Reichsbank and remained in the Reichsbank vaults until 
Soviet troops took over the keys to such vaults in May 1945. 

There is no evidence before the Board which would justify finding that these 
witnesses are not telling the truth; the contrary statements of Mr. Abrey cannot 
be accredited for the reasons given above. Under all the circumstances, the 
Board finds that the registered debentures were placed in the amortization account 
of the conversion office in the Effektenkasse treasury of the Reichsbank as stated 
in the letter of the conversion office to the Irving Trust Co, dated March 20, 1941. 
It finds further that these debentures remained in the Effektenkasse treasury until 
the treasury was taken over by Soviets on or about May 15, 1945. 

This part III and the preceding part II of this decision and opinion summarize 
all the material to which the Board has given any weight in reaching the con- 
clusions stated. For example, while the record contains inquiries about the 
validity of some or all of the specific debentures here involved, received by the 
issuer from Mr. Hans Tietje and the London brokerage firm of Singer & Fried- 
lander in 1952, and also reflects through a United States Air Force special investi- 
gations report a proposal to offer these particular debentures, together with other 
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German dollar bonds, to the German Government about 1951 presented by 
Mr. Hermann W. Brann, and further contains correspondence with Mr, Leopold 
Loeb, of Brussels, Belgium (to which Mr, Abrey’s counsel called the Board’s 
attention) concerning these specific debentures and other debentures, none of this 
material has been given weight or effect by the Board in the conclusions above 
stated because none of it appears to have probative value in relation to this 
particular registration. 


CONCLUSION 


On the basis of the findings made in the foregoing opinion, the Board has 
decided that: 

(1) The registered debentures are not bonds held abroad within the 
meaning of article 3 of the validation law; 

(2) The registered debentures were reacquired by the issuer within the 
meaning of article 6, paragraph 1 of the validation law and did not reenter 
circulation prior to May 8, 1945 within the meaning of paragraph 2 of said 
article; 

(3) The requirements for validation as laid down in article 3 of the valida- 
tion law, therefore, have not been met and validation must be denied. 


Tue BoarD FOR THE VALIDATION OF GERMAN BonpDs IN THE UNITED STATES 
DECISION AND OPINION 


In the Matter of the Registration by Perera Co., Inc., 10 Broadway, New York, N. ¥., 
on behalf of Gibbon, Alonso & Co., Mexico City, D. F., Mexico of 1 United Steel 
Works Corp., $1,000 64%% 20-Year Sinking Fund Debenture, Series A, due 
July 1, 1947 

DECISION 


With respect to registration No. 34/57207/88, filed by Perera Co., Inc., 10 
Broadway, New York 4, N. Y., on behalf of Gibbon, Alonso & Co., Mexico City, 
D. F., Mexico, the Board for the Validation of German Bonds in the United States 
(Validation Board for German Dollar Bonds) denies validation of the United 
Steel Works Corp. $1,000 6% percent 20-year sinking fund debenture, series A. 
due July 1, 1947, serial No. M19827, because upon giving due weight to 
all pertinent circumstances the Board is not satisfied that the requirements for 
validation have been met but on the contrary finds that the debenture was not a 
bond held abroad within the meaning of article 3 (1) No. 1 of the validation law 
but was on January 1, 1945, located in the vaults of the Reichsbank in Berlin and 
had been reacquired by the issuer. 


The record of proceedings before the Board consists of 29 exhibits and 9 pro- 
cedural papers listed in the appendix.* 


(Signed) Dovetas W. Hartman, 
United States Member. 
(Signed) Dr. WatrHer SKavupy 
Acting German Member. 


OPINION 
Part I. Background 


The Board for the Validation of German Bonds in the United States, generally 
and more succinctly known as the Validation Board for German Dollar Bonds, 
is required when denying validation to bonds registered with it, to advise the 
registrant of the reasons which impelled such denial. In setting forth its reasons 
for denying validation in respect of the present registration, the Board considers 
it desirable to review briefly the historical necessities which have led to the estab- 
lishment of the validation procedure and the manner in which the procedure was 
moulded into its present form. Further, because the validation procedure is 
extremely novel, if not unprecedented, the Board is of the opinion that it would 
be helpful to review the principal features of the procedure. 

Its geneology extends back to the 1920’s, specifically to 1924, the year in which 
the Dawes loan, the first of the large German foreign currency bond issues, was 
floated. For the next 6 years expanding economic activity in Germany attracted, 
and was nurtured by, very substantial foreign capital investments. ell over a 
hundred different dollar bond issues were offered in the United States by the 
Weimar Republic, by the German states and cities, by every variety of German 


*T he list of exhibits and procedural papers is not printed here but may be found in the subcommittee files. 
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business activity and even by religious orders and bishoprics. The total face value 
of these loans came to more than $2 billion. The bulk of these German dollar 
bonds were purchased by residents of the United States. As these were the halcyon 
days before currency controls, however, substantial quantities of these bonds were 
acquired by purchasers in other countries, including Germany. 

The worldwide contraction of credit following the stock market collapse in 1929 
in the United States had a disastrous effect upon the German economy. The dual 
burden of meeting payments due on her foreign debts and on World War I repara- 
tions produced a serious financial crisis. The Young plan of 1930, with its con- 
comitant Young loan, was adopted to meet this emergency. Nevertheless, the 
emergency became more acute. The Hoover moratorium and the banking mora- 
torium (the standstill agreements) followed in 1931, the year in which Germany 
introduced foreign currency controls. 

In 1933 the Hitler regime introduced legislation requiring German debtors to 
make payment for the full service on foreign debts to a German public corpora- 
tion—the Conversion Office for German Foreign Debts (Konversionskasse).! 
Such payment, which could be made in reichsmarks or by the transfer of bonds, 
when available, of the issue concerned, released the debtor, under German law, 
from further liability on the debt to the extent of the payment? 

The conversion office did not meet payments due on foreign loans in accord- 
ance with the contract terms thereof. Instead “payments in foreign currencies 
were offered and made by the Konversionskasse to foreign bondholders on vary- 
ing terms, which were either negotiated with governments or bondholder groups 
of each creditor nation or offered unilaterally by the Germans.” * 

Insofar as the German dollar bond issues were concerned, offers of reduced 
interest payments were made sporadically. These offers customarily provided 
for payment of the interest in a variety of blocked reichsmarks, at a reduced rate 
in foreign exchange, or in securities denominated in foreign currency or reichs- 
marks issued by the conversion office. 

After 1933, amortization payments on dollar bond issues were not, as a rule, 
met by payment of foreign exchange to the trustees or paying agents. Such 
payments were made, to the extent permissable under the indentures, by deliv- 
ery to the trustee or paying agent of bonds of the issue concerned. In the few 
cases when drawings were carried out under the indentures, the conversion office 
offered the holders of the drawn bonds other nonmatured bonds of that issue, or, 
if no such bonds were available, bonds of another issue as similar as possible to 
the drawn bonds, or to make payment in blocked reichsmarks. When serial bonds‘ 
came due, the conversion office offered to replace them with bonds of a later series, 
or, if none were available, with bonds as similar to the due bonds as possible, or 
to make payment in blocked reichsmarks. 

The bonds issued by the conversion office in carrying out these transactions 
were acquired by it either from the debtors as part of the debt service payment or 
by purchase. Such purchases were, as a rule, carried out by another German 
public corporation, the Deutsche Golddiskontbank. The conversion office used 
the reichsmark funds it received from debtors in debt service payments to finance 
these purchases; the necessary foreign exchange was supplied by the Reichsbank. 
The Deutsche Golddiskontbank bought the bonds in the various world markets, 
usually through local brokers. 

Foreign currency bonds acquired by the conversion office were held in the 
Reichsbank Treasury, Berlin, until submitted to the trustees or paying agents 
of the loans for amortization. The Golddiskontbank also kept bonds acquired 
by it either for its own account or for the conversion office in the Reichsbank, as 
did other holders of such bonds. The issuers who had acquired their own bonds 
customarily kept them on deposit at various banks throughout Germany but in 
the main, in Berlin. 

The outbreak of the Second World War brought to an end the delivery of bonds 
by the conversion office to trustees and paying agents for cancellation, except in 
the case of certain neutrals. The conversion office, however, continued to acquire 





1 These requirements did not apply to the Reich debts, which were handled through a separate organiza- 
tion, the Reich Debt Administration. 

2 With respect to the dollar bond issues, the trust indentures almost invariably provided for the applica- 
tion of New York law. Courts in the United States generally refused to recognize this German legislation 
as a matter of public policy because of its discriminatory features. See Central Hanover Bank & Trust Co. 
v. Siemens & Halske Aktiengesellschaft et al. (15 F. Supp. 927, 8. D. N. Y., 1936), Pan American Securities 
Corp. v. Fried, Krupp Aktiengesellschaft (6 N. Y. Sup. 993, Supreme Court, Kings Cty., 1938). 

8 Letter from the Secretary of State to the President of the United States submitting agreements respect- 
ing the German debt settlement in 83d Cong., Ist sess., Ex. D, Ex. E, Ex. F, and Ex. G (p. 7). 

4 Nine out of the 92 dollar bond issues subject to validation are serial issues. 
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foreign currency bonds and hold them on deposit with the Reichsbank, for 
eventual use in amortization payments. 

Shortly after the surrender of Germany on May 8, 1945, the Russian occupation 
forces embarked on a program of confiscating all German-held foreign currency 
bonds including those of Germanissue. They cleared out the Reichsbank and the 
other Berlin and East German banks within their areas of control. The bonds 
seized included those held for the conversion office, the Golddiskontbank and the 
Reichsbank as well as the bonds held by Berlin banks for the account of the issuers 
thereof. The total face amount of bonds seized by the Russians could not be 
definitely established at the time but estimates of the seized German dollar bonds 
alone indicated a loss of $350 million in face amount. 

The German currency reform of 1948 sparked the economic renascence of 
Germany and the establishment of the German Federal Republic in 1949 laid the 
political foundation for settlement of the German prewar external debt. One of 
the major stumbling blocks in the way of such a settlement was how to deal with 
the German foreign currency bonds which had been acquired for eventual use in 
amortization and seized by the Russians before such use was possible. The 
German Federal Government took the position that the seizure of the foreign 
currency bonds was wholly without basis under the international law and repre- 
sented nothing but organized looting. It took the position in the second place, 
that such bonds which had been originally acquired by or for the account of the 
issuer, the conversion office, the Golddiskontbank, the Reichsbank or the Reich, 
had been acquired for the purpose of amortizing the German foreign loans and 
were being held for such purpose at the time of seizure. Consequently, the Ger- 
man Federal Government held that such bonds were no longer valid obligations 
of the debtors and could not legally be put back into circulation by seizure and 
subsequent sale to third parties. 

The German Federal Government did not propose to pay and was determined 
to prevent any debtors subject to its jurisdiction from paying on amortization 
bonds which had been confiscated. It also wished to protect the rights of private 
persons whose bonds had been seized. Accordingly, it announced its intention 
to the British, French, and United States High Commissioners, as required under 
the occupation statute in matters affecting foreign interests in Germany, of 
enacting legislation prohibiting such payments. 

The British, French, and United States Governments considered the position 
of the German Federal Government as reasonable in the circumstances and 
justified under international law. Furthermore, the three Governments had a 
direct interest in the legislation proposed by the German Government. On the 
one side it was apparent that the legislation was essential to protect the rights of 
their own citizens who were holders of legitimately outstanding bonds. If 
looted securities in the face amount of $350 million were to participate in the 
benefits of a German debt settlement along with the $250 million in face amount 
of legitimately outstanding bonds it was quite obvious that the ultimate terms 
of payment would be substantially poorer than if the settlement was limited to 
the legitimately outstanding bonds. The three Governments were strongly 
opposed to sacrificing the rights of their own nationals, who comprised the majority 
of legitimate bondholders in order to “ * * * benefit no one except the Soviet 
Government and the agents who might undertake the distribution of the stolen 
securities on its behalf * * *”5 This position was reinforced by consideration 
of the uses to which the Soviet Government might put such a large amount of 
foreign exchange. 

On the other hand the three occupying powers wished to insure that the rights 
of the holders of legitimately outstanding bonds were protected in any German 
legislation. This problem sprang from the fact that in almost all cases the bonds 
which had been taken by the Russians were bearer bonds which had not been 
marked or stamped to indicate their character as amortization bonds. In addi- 
tion, the records regarding these bonds were not complete. The legislation 
proposed by the Germans, therefore, envisaged a system under which each 
holder of German foreign currency bonds would be required to establish the 
legitimacy of such bonds, 

The protection of the rights of bondholders was an especially acute problem, 
in view of the nature of the German proposal, insofar as the United States was 
concerned. For, in the United States there was not immediately available 
documentation for securities such as that supplied in most other countries by the 
existence of currency controls, clearing systems, or the custom of having securities 
held by banks. 


§ Enclosure 7 (d) to letter to the President of the United States from the Secretary of State, dated April 4 





1953, p. 231 of Ex. D, Ex. E, Ex. F, and Ex. G, op. cit. 
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In order to ensure that the rights of United States bondholders would be"pro- 
tected in any legislation enacted by the German Federal Republic regarding the 
confiscated bonds a system of consultation was established by the Department of 
State and the Securities and Exchange Commission with representatives of the 
securities exchanges, the securities dealers, the trustees of the various bond issues, 
the committees representing bondholders and other interested groups. These 
representatives studied the drafts of legislation prepared by the responsible 
German Agencies and worked out proposals designed to adapt the legislation to 
conditions in the United States. A series of conferences was held with the 
responsible German officials in which representatives of the Allied High Commis- 
sion, the Department of State, the Securities and Exchange Commission, the 
trustees of the bond issues, and the bondholders’ committees participated from 
time to time. 

On the basis of these conferences, and of a continuing exchange of views through 
the medium of the Allied High Commission, a body of legislation was worked out 
consisting of the validation law for German dollar bonds, enacted by the German 
Federal Republic on August 25, 1952, the second implementing ordinance under 
the validation law, which adapts certain features of the validation law to the 
customs and usages prevalent in the United States, an agreement between the 
German Federal Government and the United States Government, dated Feb- 
ruary 27, 1953, which provides for the basic features of the validation procedure 
as established in the United States, and a Treaty between the United States of 
America and the Federal Republic of Germany, signed April 1, 1953, whose 
principal feature is to render nonvalidated bonds unenforceable.° 

The fundamental object of the validation procedure is set forth in article 6 (1) 
of the validation law which provides that: 

**(1) For the purposes of this law, foreign currency bonds which— 
“1. were reacquired by the issuer or acquired for his account or 
“2. were acquired by, or for the account of, or other persons directly 
liable as debtors for the obligation embodied in the bonds for the pur- 
pose of discharging their obligation, or 
“3. were acquired by, or for the account of, the Reich, the Reichsbank, 
= Konversionskasse for German External Debts or the Gold Discount 
ank, 
are deemed to have been acquired for amortization purposes and to be in- 
valid. Such bonds shall not be validated and no declaratory decree shall be 
granted in respect of them; they give only the claim for compensation pur- 
suant to article 54.” 
Due to the practice of the conversion office, as described above, of issuing reac- 
quired bonds in exchange for drawn bonds and due serial bonds and because some 
issuers had hypothecated bonds reacquired by them, article 6 (2) excludes from 
the effect of article 6 (1) bonds which, prior to May 8, 1945, were pledged, de- 
posited as collateral in favor of third parties, or had otherwise reentered circulation. 
A second exception is provided for bonds confiscated during the Nazi regime 
from political, religious, or racial persecutees and ordered returned under restitu- 
tion measures applicable in Germany. 

In order to put the validation operation into effect article 2 of the law provides 
that bonds of the issues listed in a schedule attached to the law remain valid only 
if they are validated pursuant to the law. If such bonds are not registered for 
validation they become invalid at the end of the registration period (validation 
law, art. 50).? 

The validation law provides for two substantially different methods of pro- 
cedure. If the application for validation of a bond is claimed on the ground that 
the bond was legally acquired, as defined in article 38 of the law, or that it is a 
restituted bond (art. 3 (1) 3), the bond must be registered with an administrative 
agency in Germany—the examining agency—which makes an initial determina- 
tion (validation law, art. 3, 10, 44, and 45). Any subsequent proceedings are 
carried on by a special chamber of the German courts of general jurisdiction, the 
landgerichte, and then by the highest state courts, the oberlandesgerichte (valida- 
tion law, art. 47). 

The second procedure is used if the application is made on the ground that 
the bond is one which on January 1, 1945, was located outside Germany—“‘bond 
held abroad” (validation law, art. 3 (1) 1). The basic principle underlying 


6 The validation law is at p. 161 of Ex. D, Ex. E, Ex. F, and Ex. G, the 2d implementing ordinance at 197, 
the intergovernmental agreement at p. 153 and the treaty at p. 143. 

7 The normal and late registration periods provided in the United States run tor a total of 5 years from 
September 1, 1953. Even after that date, a legitimate bondholder is given certain rights to compensation 
(validation law, art. 52). 
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this classification is that bonds which were outside Germany on January 1, 1945, 
would not be, in normal circumstances, amortization bonds. To determine cases 
in which validation is sought on the ground that the bond was ‘‘held abroad,”’ 
provision is made for the appointment of a German Foreign Representative for 
each of the countries where German foreign currency bonds were issued (valida- 
tion law, art. 8). In the United States the powers of the foreign representative 
have been transferred to the validation board, consisting of a member appointed 
by the United States Government and a member appointed by the Federal Ger- 
man Government,’ by section 2 of the intergovernmental agreement dated 
February 27, 1953, and article 3 of the second implementing ordinance. 

A bondholder who registers a German dollar bond for validation as a bond held 
abroad is required to submit evidence that the bond was located outside Germany 
on January 1, 1945. The bondholder may use any evidence available to him in- 
cluding official documents, statements of banks or brokers and affidavits or other 
forms of affirmation (validating law, art. 24 (1)). Registration with the valida- 
tion board are governed specifically by the provisions of article 4 of the second 
implementing ordinance under the validation law which provides for the sub- 
mission of evidence in a descending order of desirability down to the registrant’s 
unsupported affidavit regarding his acquisition of the bond and its location on 
January 1, 1945. 

The issuer, the trustee and the paying agent are afforded an opportunity to 
submit evidence regarding a registered bond. The validation board is entitled 
to conduct such investigations as it considers necessary to ascertain the facts as 
well as to request the registrant to submit specific documents or other evidence 
(validation law, art. 24 (2)). If a registrant complies with the evidentiary re- 
quirements of the second implementing ordinance “and the board has no reason 
to doubt that the statements made by the registrant in his registration are true, 
the board shall validate the bond” (second implementing ordinance, art. 4 (6)). 
The validation board, however, is required to deny validation if it is not satis- 
fied oe the requirements for validation by it have been met (validation law, 
art. 28 (1)). 

The requirements for validation of a bond registered with the board, as indi- 
cated previously, are two: 

(a) the bond must be one held abroad as defined in article 3 of the valida- 
tion law, and 

(b) the bond must not be an amortization bond as defined in article 6 (1) 
of the validation law unless it reentered circulation prior to May 8, 1945. 

If, therefore, evidence is either submitted by the issuer, the trustee or the paying 
agent, or acquired by the Board through investigation, which leads the Board 
to the conclusion that the registered bond is one which was inside Germany on 
January 1, 1945 or is an amortization bond which did not reenter circulation 
prior to May 8, 1945, then the Board must deny validation. Prior to denying 
validation the Board must inform the registrant of the facts and evidence 
opposing validation and allow him a period of 3 months within which to contest 
them (second implementing ordinance, art. 5 (4)). 

If the Board subsequently reaches a final decision to deny validation, it is 
required to advise the registrant of the decision and the reasons therefor (vali- 
dation law, art. 28). Unlike a decision by the Board to validate a bond, which 
is not subject to any review, a decision to deny validation is subject to six varie- 
ties of further action. Each of the six is discussed at length in the letter to the 
registrant which accompanies this decision and opinion. For present purposes 
it is necessary merely to note that they comprise: 

(a) Application to the Board for reconsideration of denial on the basis 
of newly discovered evidence (validation law, art. 30); 

(b) application to the chamber for the settlement of securities of the 
competent German District Court for a review of the decision (validation 
law, art. 31); 

(c) application to a court in the United States for a decision as to whether 
the requirements for validation under the validation law have been met 
(validation law, art. 33); 

(d) arbitration proceedings under a trust indenture or by agreement 
(validation law, art. 34); 

(e) arbitration proceedings before a board appointed by the United 
States and German Federal Governments (validation law, article 35; second 
implementing ordinance, art. 6); 


§ The board also has a chairman, a United States citizen ,who acts as tie-breaker in case the United States 
ana German members cannot agree. 
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(f) registration with examining agency as a lawfully acquired bond (vali- 
dation law, art. 37 (3)). 

In the event a proceeding is brought in a court in the United States for a 
determination whether the requirements for validation under the validation law 
have been met, the members of the Board are bound to waive all immunity 
from service of process, issuing from such court (United States-German Treaty, 
signed April 1, 1953). Further, the German member of the Board is bound to 
accept service on behalf of the issuer in such a proceeding if the issuer has not 
appointed an agent in the United States upon whom service may be made 
(validation law, art. 33). 


Part II. Procedure and evidence 


The registrant in this proceeding, Perera Co., Inc., seeks validation on the ground 
that the United Steel Works series A debenture concerned was on January 1, 
1945, in Mexico (record, proceedings, p. 1). The registration was supported by 
an affidavit of Mr. Nicholas L. Deak, president of Perera Co., Inc., dated August 
20, 1954. that there was an affidavit attached to the bond at the time it was re- 
ceived from Mexico to the effect that the bond was in the possession of a Mexican 
povy without interruption since prior to 1945. The affidavit stated that this 

ond had been received in the middle of 1952 by Perera Co., Inc., from Gibbon, 
Alonso & Co., Mexico City, D. F., Mexico, by order of Hermann Brann; that the 
bond was held as collateral for a debt owed Perera Co., Inc., by Mr. Brann; that 
Mr. Brann defaulted upon this debt and that it was proposed to sell the bond 
after it had been validated to satisfy the claim. 

The German examining agency raised objection to validation (record, pro- 
ceedings, p. 2) and the board advised Perera Co., Inc., of this objection and re- 
quested the submission of additional evidence. Thereupon, the registrant sub- 
mitted additional evidence to the board consisting of a copy of a declaration by 
one Apolonio Toledo, of Mexico City, dated April 21, 1952, that the bond in ques- 
tion belonged to him and that it had been deposited outside of German territory 
before January 1, 1945. 

By letter dated October 27, 1954, the validation board requested Mr. Brann 
to assist it by submitting whatever evidence which might be available to him for 
the purpose of establishing the location of the registered bond on January 1, 1945 
(record, proceedings, p. 5). On the same date, Mr. Deak dispatched a letter to 
Gibbon, Alonso & Co. requesting proof of ownership of the bond going back prior 
to January 1, 1945 (record, document 3). Gibbon, Alonso & Co. replied by letter 
dated November 1, 1954, that they would be glad to contact Mr. Toledo for the 
purpose of obtaining the required information “upon request of H. W. Brann’’ 
to whom they were sending a copy of the letter (record, document 4). Mr. Brann 
replied to the board’s request by letter dated November 2, 1954, in which he stated 
that he was not in possession of the necessary facts, but would revert to the matter 
within a few weeks (record, proceedings, p. 6). On January 10, 1955, the board, 
in the absence of any further communication from Mr. Brann, again requested 
him to supply the necessary information (record, proceedings, p. 7). Mr. Brann 
replied to this request by a letter dated January 18, 1955, in which he stated he 
was again writing to his client to request the information which he would forward 
as soon as he received it (record, proceedings, p. 8). The board, however, has 
received no further evidence from Mr. Brann, Perera Co., Inc., or from Mr. Deak. 

The evidence opposing validation consists of 9 affidavits submitted by the 
issuer ® 1 affidavit obtained by the Board, 14 minutes covering interrogations 
carried out by the Board members in Germany ' and certain reports, letters and 
memoranda acquired by the Board in the course of its investigations. The 
affidavits and minutes embody testimony of present or former officials and em- 
ployees of the Conversion Office, the Dresdner Bank, Berlin, the Irving Trust 
Co., New York City, the Reichsbank and the United Steel Works Corp. This 
testimony is to the following effect: 

1. The debenture registered by Perera Co., Inc., was part of certain dollar 
debentures of the issuer exchanged in 1934 for reichsmark securities (record, 
document 5). The exchanged dollar debentures were held in a trust account by 
the Reichsbank in Berlin pending retirement of such reichsmark securities. 
Subsequently, an exchange operation for these reichsmark securities permitted 
the release to the issuer of the exchanged dollar debentures and such dollar 


* The issuer, the United Steel Works Corp., was broken up into a number of different companies under 
the decartelization legislation in effect in Germany. Responsibility for repayment of the debentures rests 
upon certain of these compantes, generally called ‘successor companies.” A joint agency to handle matters 

ing to such debts, The Beratungsbuero, has been set up by the successor companies. For simplicity, 
however, the opinion will refer to the issuer rather than the successor companies or the Beratungsbuero. 

1 Eight of the persons submitting affidavits were also interrogated by the Board members. 
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debentures were transferred to the Dresdner Bank, Berlin, for the account of the 
issuer. The debenture registered by Perera Co., Inc., appears on records of the 
Dresdner Bank recording the transfer of dollar debentures of the issuer to such 
bank in 1938 (see, in particular, record, documents 5, 6, 15). 

2. The records of the Dresdner Bank also show that on July 7, 1939, $600,000 
of the dollar debentures of the issuer, including the debenture registered by 
Perera Co., Inc., were delivered by the Dresdner Bank to the Reichsbank in 
Berlin for the account of the Conversion Office for German Foreign Debts in the 
Reichsbank (see, in particular, record, documents 7, 16, 17). 

3. After the outbreak of the Second World War the Conversion Office did not 
send dollar bonds to the United States for amortization purposes but, when an 
amortization payment came due, the Conversion Office instructed the Reichsbank 
to transfer sufficient securities to meet the amortization payment from its com- 
mercial deposit to a special amortization deposit. Upon receipt by the Con- 
version Office of confirmation of such transfer, the Conversion Office would 
send a letter to the American trustee or paying agent referring to the deposit 
in the special amortization account and listing the numbers of the bonds so 
deposited. The numbers were copied from the numbers listed by the Reichs- 
bank (see, in particular, record, documents 8, 18-22). The procedures followed 
by the Reichsbank in transferring securities to amortization deposits and in 
checking and listing the numbers of securities so transferred were meticulous 
and included the physical transfer of the securities from one vault to another for 
temporary deposit while the necessary records were prepared and then the 
transfer of the securities to a different safe in the original vault for permanent 
safekeeping (see, in particular, record, documents 9-11, 19). 

4. On April 29, 1941, the Irving Trust Co. received a letter from the Conversion 
Office, reference No. 026982.41, dated March 20, 1941, which stated that $600,000 
in face amount of United Steel Works debentures had been placed in a special 
account in the Reichsbank to meet the amortization payment which had fallen 
due on July 1, 1939. Attached to this letter was a list of 600 Series A debentures 
(each of $1,000 principal amount) which made up the deposit. The number of 
the debenture registered by Perera Co., Inc., is contained in the list attached to 
that letter (record, document 14)." The letter and list have been identified by 
the Conversion Office officials and employees who prepared, checked and signed 
them (see, in particular, record, documents 8, 18, 19, 22). 

5. Securities deposited with the Reichsbank by the Conversion Office were 
held in vaults in the basement of the Reichsbank Building at 14 Hausvogteiplatz, 
Berlin. The provisions for protection and safeguarding were detailed and elabo- 
rate. All cashiers having access to the vaults were jointly liable for any loss that 
might occur. The paymasters who had access to the vaults were individually 
liable. Selection for either post was made only after thorough investigation 
and from the most reliable personnel of the Reichsbank. There were frequent 
inspections of the vaults, including the checking, at random, of securities against 
prepared lists. No deficiency was ever discovered in the course of the inspec- 
tions, including the inspection conducted on the only occasion during the war 
when the building suffered some bomb damage during February 1945. No 
order was ever given by the Conversion Office or received by the Reichsbank for 
the removal of securities from the amortization deposit. The Reichsbank 
officials who testified were unanimous in stating that, in view of the system of 
controls and inspections, securities could not have been taken from the deposit 
— or secretly and, further, that no securities were ever found to be missing. 

6. The treasury vault in question was closed for the last time in the regular 
course of business on April 21, 1945. Around ~~ 15, the officials holding keys 
to the vault were summoned to the Reichsbank. Russian officer, accompanied 
by some soldiers, met them and ordered the vault opened. The officer and the 
officials then went through the vault examining all safes therein, at which time 
everything was in order. The vault was then relocked and the keys turned over 
to the Russian officer (record, documents 9-11). 

The Board, after considering the evidence outlined above, was not satisfied that 
Perera Co., Inc., had established that the debenture registered by it was outside 
Germany*on January 1, 1945. Pursuant to the requirements of the validation 
law and the second implementing ordinance the Board sent a letter to Perera 
Co., Inc., on¥August 15, 1955, advising it of the facts and evidence opposing 
validation and affording it a 3 months’ period within which to refute such facts 





bah Doce baa abe yrndbyr Byad ve f 1, 1939) on which the amortization payment was due and the 
date of the letter resulted from the fact time was needed to formulate the substitute system of amortiza- 
eis toe into effect and to catch up on the accumulation of amortization payments (record, documents 








SCOPE OF SOVIET ACTIVITY IN THE UNITED STATES 1775 


and evidence. The Board offered in this letter to aid Perera Co., Inc., in any 
way within its power. Perera Co., Inc., did not submit any evidence during the 
3-month period. The Board in its letter of December 1, 1955, offered Perera 
Co., Inc., an opportunity to examine the witnesses in Germany. Perera Co., 
Inc., declined this offer by letter dated December 6, 1955. 

The Board thereupon closed the record of proceedings in respect of this 
registration. 


Pari III. Findings 


In deciding upon the registration of Perera Co., Inc., the validation board is 
confronted by a direct conflict in evidence. Mr. Nicholas L. Deak, president of 
Perera Co., Inc., asserts that the company acquired the debenture registered by 
it from Gibbon, Alonso & Co., Mexico City, Distrito Federal, Mexico, by order 
of Hermann Brann and that attached to the debenture was an affidavit to the 
effect that the debenture had been in possession of a Mexican without interruption 
since prior to January 1945. The letter from the conversion office to the Irving 
Trust Co. dated March 20, 1941 (record, document 14), states that this same de- 
benture had been deposited in a special account in the Reichsbank, and other 
evidence indicates that it remained in the vaults of the Reichsbank until May 1945. 

The conflict of evidence extends not only to the question of the location of the 
debenture on January 1, 1945—the Reichsbank vaults or outside of German 
territory—but also to its character as an amortization bond. On the latter point, 
registrant has not challenged the bank records and affidavits to the effect that the 
debenture registered by it was reacquired by the issuer, and the Board finds as a 
fact that such debenture was reacquired by the issuer within the meaning of 
article 6, paragraph 1 of the validation law. 

There is a conflict of evidence, however, as to whether this debenture reentered 
circulation prior to May 8, 1945 within the meaning of article 6, paragraph 2 of 
the validation law. Mr. Nicholas Deak, president of Perera Co., Inc., asserts 
that the company acquired the debenture with a declaration indicating a reentry 
into circulation. The opposing evidence is to the effect that the debenture was 
delivered to the Reichsbank on July 7, 1939, for the account of the conversion 
office and remained in the Reichsbank vaults until such vaults were taken over 
by the Russians in the middle of May 1945. 

The evidence to support validation is almost entirely the statements of Mr. 
Nicholas L. Deak, president of Perera Co., Inc. There is also the declaration of 
one Apolonio Toledo of Mexico City, dated April 21, 1952, that the bond in ques- 
tion belonged to him and that it had been deposited outside of German territory 
before January 1, 1945. This declaration, however, does not state the where- 
abouts of the bond on January 1, 1945, or even that Mr. Toledo owned the bond 
on that date (record, document 2). The correspondence with Gibbon, Alonso & 
Co. and Mr. Hermann Brann did not result in any additional evidence. Neither 
did an inquiry by Gibbon, Alonso & Co. of Mr. Toledo result in any additional 
evidence. 

The great mass of evidence against validation, however, is evidence which 
tends to show that the debenture registered by Perera Co., Inc., was in the vaults 
of the Reichsbank on March 20, 1941, when the conversion office sent a letter 
to the Irving Trust Co. saying that it was and that it continued in such vaults 
until after May 8, 1945. The cumulative effect of this evidence is very strong 
even though much of it relates to business practice and custom and procedures 
from which inferences may be drawn rather than direct evidence. 

The last recorded ‘‘transit’’ of the debenture was its transfer from the Dresdner 
Bank to the Reichsbank in 1939. As to this, Mr. Kuhne, formerly a department 
director of the Dresdner Bank, has testified that the entry on Dresdner Bank 
bond number card No. 3398, dated July 7, 1939, which he signed, regarding the 
transfer to the conversion office secretariat account in the Reichsbank of this 
debenture related to a closed transaction. The Board can see no basis for regard- 
ing this bank record as fraudulent and the testimony of Mr. Kuhne as false, the 
more so as it is supported by the testimony of Mr. Beise, another official of the 
Dresdner Bank. he Board finds as a fact that the debenture registered by 
Perera Co., Inc., was on July 7, 1939, deposited in the Reichsbank for the account 
of the conversion office. 

As to the possibility that the debenture registered by Perera Co., Inc., was 
looted prior to January 1945, there is direct and unqualified testimony that no 
bonds of the conversion office were ever removed from the vaults of the securities 
department of the Reichsbank illegally or by order of the Nazis or Reich officials. 
This is the testimony of Mr. Mueller, the former head of the Asservatenkasse; of 
Mr. Deter, the former head of the Effektenkasse, and his deputy Mr. Keil; of 
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Mr. Otto and Mr. Schulze, correspondents in the loan department of the conver- 
sion office. These witnesses all testified that even an attempt by a Nazi or Reich 
official to effect or order such a removal would have caused the greatest excitement 
and could not have been kept secret. In addition, Mr. Kramer, one of the 
Effektenkasse Treasury cashiers, Mr. Rademeier, an Effektenkasse Treasury pay- 
master, and Mr. Regel, a senior director of the Reichsbank in charge of disciplinary 
cases, testified that no securities had ever been missing from the effektenkasse 
Treasury vaults. Of these witnesses at least five could not have avoided knowl- 
edge that the debenture registered by Perera Co., Inc., was missing and some 
could not have avoided active participation in concealing such a loss. Finally, 
these witnesses are unanimous in denying irregularity at the Reichsbank and con- 
cluding that the debenture registered by Perera Co., Inc., was placed in the con- 
version office amortization account at the Reichsbank and remained in the 
Reichsbank vaults until Soviet troops took over the keys to such vaults in May 
1945. 

There is no evidence before the Board which would justify finding that these 
witnesses are not telling the truth. Under all the circumstances the Board finds 
that the registered debenture was placed in the amortization account of the con- 
version office in the Effektenkasse Treasury of the Reichsbank as stated in the 
letter of the conversion office to the Irving Trust Co. dated March 20, 1941. It 
finds further that this debenture remained in the Effektenkasse Treasury until 
the Treasury was taken over by Soviets on or about May 15, 1945. 

This part III and the preceding part II of this decision and opinion summarize 
all the material to which the Board has given any weight in reaching the conclu- 
sions stated. For example, while the record reflects through a United States Air 
Force special investigations report a proposal to offer this debenture, together with 
other German dollar bonds, to the German Government about 1951 presented by 
Mr. Hermann W. Brann, this material has not been given weight or effect by the 
Board in the conclusions above stated because none of it appears to have proba- 
tive value in relation to this particular registration. 


CONCLUSION 


On the basis of the findings made in the foregoing opinion, the Board has 
decided that: 

(1) The registered debenture is not a bond held abroad within the meaning 
of article 3 of the validation law; 

(2) The registered debenture was reacquired by the issuer within the mean- 
ing of article 6, paragraph 1 of the validation law and did not reenter circu- 
lation prior to May 8, 1945, within the meaning of paragraph 2 of said article; 

(3) The requirements for validation as laid down in article 3 of the valida- 
tion law, therefore, have not been met and validation must be denied. 





THE BoaRD FOR THE VALIDATION OF GERMAN Bonps IN THE UNITED STATES 
DECISION AND OPINION 


In the. Matter of the Registrations by Mr. Stefan Schenker, 7 West 44th Street, New 
York 36, N. Y., on Behalf of Mr. Norbert Schenker, rua Barata Ribeiro 807, 
Apartment 903, Rio de Janeiro, Brazil, of 7 United Steel Works Corp. $1,000 
6% Percent 20-Year Sinking Fund Debentures, Series A, Due July 1, 1947, and 
18 United Steel Works Corp. $1,000 6% Percent 25-Year Sinking Fund Mortgage 
Gold Bonds, Series C, Due June 1, 1951 


DECISION 


With reapest to registrations numbered 7/53469/87 and 9/53470/88, filed by 
Mr. Stefan Schenker on behalf of Mr. Norbert Schenker, the Board for the Valida- 
tion of German Bonds in the United States (Validation Board for German Dollar 
Bonds) denies validation of the 18 United Steel Works Corp. $1,000 6% percent 
25-year sinking fund noctenee gold bonds, series C, due June 1, 1951, with the 
following serial numbers: M6475, M6494, M6495, M6496, M6497, M6649, 


M6684, M6687, M6745, M6790, M6791, M6824, M6825, M6828, M6905, M6911, 
M6932, M7010, and the 7 United Steel Works Corp. $1,000 64 percent 20-year 
sinking fund debentures, series A, due July 1, 1947, with the following serial 
numbers: M18604, M25483, M25484, M26357, M26358, M26360, M26362, 
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because upon giving due weight to all pertinent circumstances the Board is not 
satisfied that the requirements for validation have been met but on the contrary 
finds that said bonds and debentures were not bonds held abroad within the 
meaning of article 3 (1) No. 1 of the validation law but were on January 1, 1945, 
located in the vaults of the Reichsbank in Berlin and had been reacquired by the 
issuer. 
The record of proceedings before the Board consists of 37 exhibits and 34 pro- 
cedural papers listed in the appendix.* 
(Signed) Dovucias W. Harrman, 
United States Member. 
(Signed) Dr. WALTHER SKaupy, 
German Member. 
OPINION 
Part I. Background 


The Board for the Validation of German Bonds in the United States, generally 
and more succinctly known as the Validation Board for German Dollar Bonds, is 
required when denying validation to bonds registered with it, to advise the regis- 
trant of the reasons which impelled such denial. In setting forth its reasons for 
denying validation in respect of the present registration, the Board considers it 
desirable to review briefly the historical necessities whch have led to the estab- 
lishment of the validation procedure and the manner in which the procedure was 
molded into its present form. Further, because the validation procedure is 
extremely novel, if not unprecedented, the Board is of the opinion that it would 
be helpful to review the principal features of the procedure. 

Its genealogy extends back to the 1920’s, specifically to 1924, the year in which 
the Dawes loan, the first of the large German foreign currency bond issues, was 
floated. For the next 6 years expanding economic activity in Germany at- 
tracted, and was nurtured by, very substantial foreign capital investments. 
Well over a hundred different dollar bond issues were offered in the United States 
by the Weimar Republic, by the German states and cities, by every variety of 
German business activity, and even by religious orders and bishoprics. The total 
face value of these loans came to more than $2 billion. The bulk of these German 
aollar bonds were purchased by residents of the United States. As these were 
the haleyon days before currency controls, however, substantial quantities of 
these bonds were acquired by purchasers in other countries, including Germany. 

The worldwide contraction of credit following the stock market collapse in 
1929 in the United States had a disastrous effect upon the German economy. 
The dual burden of meeting payments due on her foreign debts and on World 
War I reparations produced a serious financial crisis. The Young plan of 1930, 
with its concomitant Young loan, was adopted to meet this emergency. Never- 
theless, the emergency became more acute. The Hoover moratorium and the 
banking moratorium (the standstill agreements) followed in 1931, the year in 
which Germany introduced foreign currency controls. 

In 1933, the Hitler regime introduced legislation requiring German debtors 
to make payment for the full service on foreign debts to a German public corpora- 
tion—the Conversion Office for German Foreign Debts (Konversionskasse).! 
Such payment, which could be made in reichsmarks or by the transfer of bonds, 
when available, of the issue concerned, released the debtor, under German law, 
from further liability on the debt to the extent of the payment.? 

The conversion office did not meet payments due on foreign loans in accordance 
with the contract terms thereof. Instead ‘payments in foreign currencies were 
offered and made by the Konversionskasse to foreign bondholders on varying 
terms, which were either negotiated with governments or bondholder groups of 
each creditor nation or offered unilaterally by the Germans.” 3 

Insofar as the German dollar bond issues were concerned, offers of reduced 
interest payments were made sporadically. These offers customarily provided for 
payment of the interest in a variety of blocked reichsmarks, at a reduced rate in 
foreign exchange, or in securities denominated in foreign currency or reichsmarks 
issued by the conversion office. 





1 These requirements did not apply to the Reich debts, which were handled through a separate organi- 
zation, the Reich Debt Administration. 

2 With respect to the dollar bond issues, the trust indentures almost invariably provided for the appli- 
cation of New York law. Courts in the United States generally refused to recognize this German legislation 
as @ matter of public policy because of its discriminatory features. See Central Hanover Bank & Trust Co. 
v. Siemens & Halske Aktiengesellschaft et. al. (15 F. Sup. 927,8. D. N. Y., 1936) Pan American Securities Corp. 
v. Fried. Krupp Aktiengesellschaft (6 N. Y. Sup. 993, Supreme Court, Kings Cty., 1938). 

3 Letter from the Secretary of State to the President of the United States submitting agreements respecting 
the German debt settlement in 83d Cong., Ist sess., Ex. D, Ex., E, Ex. F, and Ex. G (p. 7). 


: he list of exhibits and procedural papers is not published here but may be found in the subcommittee 
files. 
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After 1933, amortization payments on dollar bond issues were not, as a rule, 
met by payment of foreign exchange to the trustees or paying agents. Such pay- 
ments were made, to the extent permissible under the indentures, by delivery 
to the trustee or paying agent of bonds of the issue concerned. In the few cases 
when drawings were carried out under the indentures, the conversion office 
offered the holders of the drawn bonds other nonmatured bonds of that issue, or, 
if no such bonds were available, bonds of another issue as similar as possible to the 
drawn bonds, or to make payment in blocked reichsmarks. When serial bonds * 
came due, the conversion office offered to replace them with bonds of a later 
series, or, if none were available, with bonds as similar to the due bonds as possible, 
or to make payment in blocked reichsmarks. 

The bonds issued by the conversion office in carrying out these transactions 
were acquired by it either from the debtors as part of the debt service payment or 
by purchase. Such purchases were, as a rule, carried out by another German 
public corporation, the Deutsche Golddiskontbank. The conversion office used 
the reichsmark funds it received from debtors in debt service payments to finance 
these purchases; the necessary foreign exchange was supplied by the Reichsbank. 
The Deutsche Golddiskontbank bought the bonds in the various world markets, 
usually through local brokers. 

Foreign currency bonds acquired by the conversion office were held in the 
Reichsbank Treasury, Berlin, until submitted to the trustees or paying agents of 
the loans for amortization. The Golddiskontbank also kept bonds acquired by it 
either for its own account or for the conversion office in the Reichsbank, as did 
other holders of such bonds. The issuers who had acquired their own bonds 
customarily kept them on deposit at various banks throughout Germany but in 
the main, in Berlin. 

The outbreak of the Second World War brought to an end the delivery of bonds 
by the conversion office to trustees and paying agents for cancellation, except 
in the case of certain neutrals. The conversion office, however, continued to 
acquire foreign currency bonds and hold them on deposit with the Reichsbank, for 
eventual use in amortization payments. 

Shortly after the surrender of Germany on May 8, 1945, the Russian occupation 
forces embarked on a program of confiscating all German held foreign currency 
bonds including those of German issue. They cleared out the Reichsbank and the 
other Berlin and East German banks within their areas of control. The bonds 
seized included those held for the conversion office, the Golddiskontbank and 
the Reichsbank as well as the bonds held by Berlin banks for the account of the 
issuers thereof. The total face amount of bonds seized by the Russians could 
not be definitely established at the time but estimates of the seized German dollar 
bonds alone indicated a loss of $350 million in face amount. 

The German currency reform of 1948 sparked the economic renaissance of 
Germany and the establishment of the German Federal Republic in 1949 laid the 
political foundation for settlement of the German prewar external debt. One of 
the major stumbling blocks in the way of such a settlement was how to deal with 
the German foreign currency bonds which had been acquired for eventual use in 
amortization and seized by the Russians before such use was possible. The Ger- 
man Federal Government took the position that the seizure of the foreign currency 
bonds was wholly without basis under the international law and represented 
nothing but organized looting. It took the position in the second place, that such 
bonds which had been originally acquired by or for the account of the issuer, the 
conversion office, the Golddiskontbank, the Reichsbank or the Reich, had been 
acquired for the purpose of amortizing the German foreign loans and were bein 
held for such purpose at the time of seizure. Co uently, the German Feder 
Government held that such bonds were no longer valid obligations of the debtors 
and could not legally be put back into circulation by seizure and subsequent sale 
to third parties. 

The German Federal Government did not propose to pay and was determined 
to prevent any debtors subject to its jurisdiction from paying on amortization 
bonds which had been confiscated. It also wished to protect the rights of private 
persons whose bonds had been seized. Accordingly, it announced its intention to 
the British, French, and United States High Commissioners, as required under 
the occupation statute in matters affecting foreign interests in Germany, of 
enacting legislation prohibiting such payments. 

The British, French, and United States Governments considered the position 
of the German Federal Government as reasonable in the circumstances and justi- 
fied under international law. Furthermore, the three Governments had a direct 


4 Nine out of the ninety-dollar bond issues subject to validation are serial issues. 
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interest in the legislation proposed by the German Government. On the one side 
it was apparent that the legislation was essential to protect the rights of their 
own citizens who were holders of legitimately outstanding bonds. If looted 
securities in the face amount of $350 million were to participate in the benefits 
of a German debt settlement along with the $250 million in face amount of 
legitimately outstanding bonds it was quite obvious that the ultimate terms of 
payment would be substantially poorer than if the settlement was limited to the 
legitimately outstanding bonds. The three Governments were strongly opposed 
to sacrificing the rights of their own nationals, who comprised the majority of 
legitimate bondholders in order to “* * * benefit no one except the Soviet 
Government and the agents who might undertake the distribution of the stolen 
securities on its behalf * * *.”’5 This position was reinforced by consideration 
of the uses to which the Soviet Government might put such a large amount of 
foreign exchange. 

On the other hand the three occupying powers wished to insure that the rights 
of the holders of legitimately outstanding bonds were protected in any German 
legislation. This problem sprang from the fact that in almost all cases the bonds 
which had been taken by the Russians were bearer bonds which had not been 
marked or stamped to indicate their character as amortization bonds. In addi- 
tion, the records regarding these bonds were not complete. The legislation pro- 
posed by the Germans, therefore, envisaged a system under which each holder 
of German foreign currency bonds would be required to establish the legitimacy 
of such bonds. 

The protection of the rights of bondholders was an especially acute problem, 
in view of the nature of the German proposal, insofar as the United States was 
concerned. For in the United States there was not immediately available docu- 
mentation for securities such as that supplied in most other countries by the 
existence of currency controls, clearing systems, or the custom of having securities 
held by banks. 

In order to ensure that the rights of United States bondholders would be 
protected in any legislation enacted by the German Federal Republic regarding 
the confiscated bonds a system of consultation was established by the Department 
of State and the Securities and Exchange Commission with representatives of 
the securities exchanges, the securities dealers, the trustees of the various bond 
issues, the committees representing bondholders and other interested groups. 
These representatives studied the drafts of legislation prepared by the responsible 
German agencies and worked out proposals designed to adapt the legislation to 
conditions in the United States. A series of conferences was held with the respon- 
sible German officials in which representatives of the Allied High Commission, 
the Department of State, the Securities and Exchange Commission, the trustees 
of the bond issues, and the bondholders’ committees participated from time to 
time. 

On the basis of these conferences, and of a continuing exchange of views through 
the medium of the Allied High Commission, a body of legislation was worked out 
consisting of the validation law for German dollar bonds, enacted by the German 
Federal Republic on August 25, 1952, the second implementing ordinance under 
the validation law, which adapts certain features of the validation law to the 
customs and usages prevalent in the United States, an agreement between the 
German Federal Government and the United States Government, dated Febru- 
ary 27, 1953, which provides for the basic features of the validation procedure as 
established in the United States, and a treaty between the United States of 
America and the Federal Republic of Germany, signed April 1, 1953, whose 
principal feature is to render nonvalidated bonds unenforceable.® 

The fundamental object of the validation procedure is set forth in article 6 (1) 
of the validation law which provides that: 

(1) For the purposes of this law, foreign currency bonds which— 

“‘1. were reacquired by the issuer or acquired for his account or 

“2. were acquired by, or for the account of, other persons directly 
liable as debtors for the obligation embodied in the bonds for the pur- 
pose of discharging their obligation, or 

“3. were acquired by, or for the account of, the Reich, the Reichs- 
bank, the Konversionskasse for German External Debts or the Gold 
Discount Bank, 


§ Enclosure 7 (d) to letter to the President of the United States from the Secretary of State, dated April 4, 
1953 p, 2, of x. D, Ex. E, Ex. F, and Ex. G, op. cit. 

¢ The validation law is at p. 161 of Executives D E, F, and G, the second implementing ordinance at 197 
the Intergovernmental Agreement at p. 153 and the treaty at p. 143, 
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are deemed to have been acquired for amortization purposes and to be invalid. 
Such bonds shall not be validated and no declaratory decree shall be granted 
in respect of them; they give only the claim for compensation pursuant to 
article 54.” 
Due to the practice of the Conversion Office, as described above, of issuing re- 
acquired bonds in exchange for drawn bonds and due serial bonds and because some 
issuers had hypothecated bonds reacquired by them, article 6 (2) excludes from 
the effect of article 6 (1) bonds which, prior to May 8, 1945, were pledged, de- 
posited as collateral in favor of third parties or had otherwise reentered circula- 
tion. A second exception is provided for bonds confiscated during the Nazi 
regime from political, religious, or racial persecutees and ordered returned under 
restitution measures applicable in Germany. 

In order to put the validation operation into effect article 2 of the law provides 
that bonds of the issues listed in a schedule attached to the law remain valid only 
if they are validated pursuant to the law. If such bonds are not registered for 
validation they become invalid at the end of the registration period (validation 
law, art. 50).? 

The validation law provides for two substantially different methods of pro- 
cedure. If the application for validation of a bond is claimed on the ground that 
the bond was legally acquired, as defined in article 38 of the law, or that it is a 
restituted bond (art. 3 (1) 3), the bond must be registered with an administrative 
agency in Germany—the examining agency—which makes an initial determina- 
tion (validation law, art. 3, 10, 44, and 45). Any subsequent proceedings are 
carried on by a special chamber of the German courts of general jurisdiction, the 
Landgerichte, and then by the highest state courts, the Oberlandesgerichte (val- 
idation law, art. 47). 

The second procedure is used if the application is made on the ground that the 
bond is one which on January 1, 1945, was located outside Germany, “bond held 
abroad”’ (validation law, art. 3 (1) 1). The basic principle underlying this classi- 
fication is that bonds which were outside Germany on January 1, 1945, would 
not be, in normal circumstances, amortization bonds. To determine cases in 
which validation is sought on the ground that the bond was ‘‘held abroad,” 
provision is made for the appointment of a German foreign representative for 
each of the countries where German foreign currency bonds were issued (validation 
law, art. 8). In the United States the powers of the foreign representative have 
been transferred to the Validation Board, consisting of a member appointed by 
the United States Government and a member appointed by the Federal German 
Government,’ by section 2 of the intergovernmental agreement dated February 27, 
1953, and article 3 of the second implementing ordinance. 

A bondholder who registers a German dollar bond for validation as a bond 
held abroad is required to submit evidence that the bond was located outside 
Germany on January 1, 1945. The bondholder may use any evidence available 
to him including official documents, statements of banks or brokers and affidavits 
or other forms of affirmation (validation law, art. 24 (1)). Registrations with 
the Validation Board are governed specifically by the provisions of article 4 of 
the second implementing ordinance under the validation law which provides for 
the submission of evidence in a descending order of desirability down to the 
registrant’s unsupported affidavit regarding his acquisition of the bond and its 
location on January 1, 1945. 

The issuer, the trustee, and the paying agent are afforded an opportunity to 
submit evidence regarding a registered bond. The Validation Board is entitled 
to conduct such investigations as it considers necessary to ascertain the facts as 
well as to request the registrant to submit specific documents or other evidence 
(validation law, art. 24 (2)). Ifa registrant complies with the evidentiary require- 
ments of the second implementing ordinance ‘‘and the Board has no reason to 
doubt that the statements made by the registrant in his registration are true, 
the Board shall validate the bond”’ (second implementing ordinance, art. 4 (6)). 
The Validation Board, however, is required to deny validation if it is not satisfied 
oP ye requirements for validation by it have been met (validation law, art. 

8 ; 

The requirements for validation of a bond registered with the Board, as indi- 

cated previously, are two: 





1 The normal and late registration periods provided in the United States run for a total of 5 years from 
September 1, 1953. Even after that date, a legitimate bondholder is given certain rights to compensation 
(validation law, art. 52). 


§ The Board also has a Chairman, a United States citizen, who acts as tie breaker in case the United 
States and German members cannot agree. 
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(a) the bond must be one held abroad as defined in article 3 of the vali- 
dation law, and 

(b) the bond must not be an amortization bond as defined in article 6 (1) 
of the validation law unless it reentered circulation prior to May 8, 1945. 

If, therefore, evidence is either submitted by the issuer, the trustee, or the paying 
agent, or acquired by the Board through investigation, which leads the Board 
to the conclusion that the registered bond is one which was inside Germany on 
January 1, 1945, or is an amortization bond which did not reenter circulation 
prior to May 8, 1945, then the Board must deny validation. Prior to denying 
validation the Board must inform the registrant of the facts and evidence opposing 
validation and allow him a period of 3 months within which to contest them 
(second implementing ordinance, art. 5 (4)). 

If the Board subsequently reaches a final decision to deny validation, it is 
required to advise the registrant of the decision and the reasons therefor (valida- 
tion law, art. 28). Unlike a decision by the Board to validate a bond, which is 
not subject to any review, a decision to deny validation is subject to six varieties 
of further action. Each of the six is discussed at length in the letter to the regis- 
trant which accompanies this decision and opinion. For present purposes it is 
necessary merely to note that they comprise: 

(a) application to the Board for reconsideration of denial on the basis of 
newly discovered evidence (validation law, art. 30); 

(b) application to the Chamber for the Settlement of Securities of the 
a. German district court for a review of the decision (validation law, 
art. 31); 

(c) application to a court in the United States for a decision as to whether 
the requirements for validation under the validation law have been met 
(validation law, art. 33); 

(d) Arbitration proceedings under a trust indenture or by agreement 
(validation law, art. 34); 

(e) Arbitration proceedings before a Board appointed by the United 
States and German Federal Governments (validation law, art. 35; Second 
Implementing Ordinance, art. 6); 

(f) registration with examining agency as a lawfully acquired bond (vali- 
dation law, art. 37 (3)). 

In the event a proceeding is brought in a court in the United States for a deter- 
mination whether the requirements for validation under the validation law have 
been met, the members of the Board are bound to waive all immunity from service 
of process, issuing from such court (United States-German Treaty, signed April 1, 
1953). Further, the German member of the Board is bound to accept service on 
behalf of the issuer in such a proceeding if the issuer has not appointed an agent 
in the United States upon whom service may be made (validation law, art. 33). 


Part II. Procedure and evidence 


The registrant in this proceeding, Mr. Stefan Schenker, on behalf of his brother, 
Mr. Norbert Schenker, of Rio de Janeiro, Brazil, seeks validation on the ground 
that the 7 series A debentures and 18 series C bonds of the United Steel Works 
Corp. concerned were located on January 1, 1945, in Rio de Janeiro, United States 
of Brazil, in the custody of Mr. Eugeniusz Stalinski, consular officer of the Polish 
Legation. The registrations were supported by a statement of Consul Stalinski, 
dated May 12, 1940, to the effect that Mr. Norbert Schenker deposited these 
bonds with him, and by a letter of Consul Stalinski, dated July 6, 1945, to the 
effect that he requested Mr. Norbert Schenker to withdraw the bonds from his 
custody as the consular section was shortly to finish its business in Brazil (record, 
documents 1 and 2). 

The German examining agencies raised objections to validation (record, pro- 
ceedings, pp. 3-4) and the Board advised Mr. Stefan Schenker of these objections 
and requested the submission of additional evidence. Thereupon, the registrant 
submitted additional evidence which consisted of one affidavit of Moises Jose 
Papelbaum (record, document 8) and an exchange of correspondence with the 
American diplomatic authorities in Cracow and Warsaw, regarding an unsuccessful 
attempt to obtain bank records concerning acquisition of the debentures and bonds 
by Mr. Norbert Schenker (record, documents 3-7). 

Mr. Norbert Schenker did not submit any personal affidavit. The statement 
of Mr. Eugeniusz Stalinski, consular officer of the Polish Legation in Rio de 
Janeiro states that the debentures and bonds were on deposit at that office on 
May 12, 1940. The signature on said statement was acknowledged on June 8, 
1953, by Consul Pindaro Iasso Jatahy and by Delio Murcia Amat, on behalf of 
notary, Dr. Luix Guarana. The signature on the letter of said Mr. Eugeniusz 
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Stalinski, dated July 6, 1945, which asked Mr. Norbert Schenker to withdraw the 
- mE of the United Steel Works Corp., was also similarly acknowledged on 
une 8, 1953. 

The affidavit of Mr. Moises Jose Papelbaum stated that he had been introduced 
to Mr. Norbert Schenker shortly after the latter’s arrival in Rio de Janeiro in 
April 1940. He further stated that Mr. Schenker consulted him about the disposi- 
tion of certain securities which were examined by him and consisted of 25 separate 
United Steel Works Corp. coupon bonds; that after inquiring in the market he 
advised Mr. Schenker that the securities could not properly be disposed of at that 
time: that he returned them to Mr. Schenker and that he was informed that these 
securities were deposited with the Polish Legation. The record also includes the 
correspondence between the attorneys for the registrant and the Bank Zaliczkowy, 
the United States Chargé d’ Affaires in Cracow and the consular office in Warsaw. 
The letter dated September 30, 1954, addressed to the Bank Zaliczkowy, Cracow, 
requesting information concerning sale of the bonds to Mr. Norbert Schenker was 
returned marked “undelivered,” and the effort to obtain information about the 
bank through the American consul was also unfruitful except that Mr. Schenker’s 
attorneys were advised that all banks in Poland were Government owned and that 
the Bank Zaliczkowy was no longer in existence. 

The evidence opposing validation consists of 12 affidavits submitted by the 
issuer,’ 2 affidavits obtained by the Board, 14 minutes covering interrogations 
carried out by Board members in Germany ” and certain reports, letters, and 
memorandums acquired by the Board in the course of its investigations. The 
affidavits and minutes embody testimony of present or former officials and 
employees of the conversion office and the Dresdner Bank, Berlin, the Commerz- 
und Privatbank, the Irving Trust Co., New York City, the First National City 
Bank of New York (formerly the National City Bark of New York), the Reichs- 
bank, and the United Steel Works Corp. This testimony is to the following effect: 

1. The seven series A debentures registered by Mr. Schenker were all part of 
certain dollar debentures of the issuer exchanged in 1934 for reichsmark securities 
(record, document 9). The exchanged dollar debentures were held in a trust ac- 
count by the Reichsbank in Berlin pending retirement of such reichsmark securi- 
ties. Subsequently an exchange operation for these reichsmark securities per- 
mitted the release to the issuer of the exchanged dollar debentures and such de- 
bentures were then transferred to the Dresdner Bank, Berlin, for the account of 
the issuer. All of these series A debentures registe by Mr. Schenker appear 
on records of the Dresdner Bank recording the transfer of dollar debentures of the 
issuer to such bank in 1938 (see, in particular, record, documents 9, 10, 23). 

The records of the Dresdner Bank also show that on July 7, 1939, $600,000 
of the series A debentures of the issuer, including all of the series A debentures 
registered by Mr. Schenker, were delivered by the Dresdner Bank to the Reichs- 
bank in Berlin for the account of the conversion Office for German Foreign Debts 
in the Reichsbank (see, in particular, record, documents 11, 24, 25). 

2. The 18 series C bonds registered by Mr. Schenker were part of certain dollar 
bonds of the issuer purchased during the 1930’s in the open market and usually 
kept on deposit with the main office of the Commerz- und Privatbank in Berlin 
(record, document 12). 

The records of the Duesseldorf branch of the Commerz- und Privatbank show 
that on July 28, 1938, it requested the main office in Berlin to supply it with a 
number list of the bonds held for the United Steel Works in account No. 11586. 
The main office supplied two lists dated August 2, 1938. On the first, listing 227 
noncertified United Steel Works series C bonds, 14 of the bonds registered by 
Mr. Schenker appeared and on the second, listing 67 certified United Steel 
Works series C bonds, 3 of the bonds registered by Mr. Schenker appeared (record, 
document 13, translation of affidavit of Werner Schaef, dated November 11, 1955, 
annexes 4 and 5 thereto, and photostatic copies of two number lists from the main 
office of the Commerz- und Privatbank, Berlin, each dated August 2, 1938). The 
records of the Duesseldorf branch further show receipt of $40,000 noncertified 


* The issuer, the United Steel Works Corp., was broken up into a number of different companies during 
the decartelization legislation in effect in Germany. Responsibility for repayment of the bonds rests wee 
certain of these companies, generally called successor companies. A joint agency to handle matters 
ing to such debts, the Beratungsbuero, has been set up by the successor companies. For ee. how- 
ever, the opinion will refer to the issuer rather than the successor companies or the Beratungsbuero. 

10 Fight of the ns submitting affidavits were also interrogated Lae Board m 

1 The distinction between certified and noncertified bonds is one of - 
this proceeding is concerned. Certified bonds were those which had been cleared by the German foreign 
currency control agency for ‘within Germany. A separate detached panied thes 
securities. No a or other identification of the bond itself was made. The banks however within 
Germany accounted for the bonds accompanied by such certificate separately from those not so accompanied. 
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bonds on October 4, 1938, and the withdrawal of $36,000 thereof on June 23, 1939, 
leaving 4 noncertified bonds which added to the 227 referred to in the aforemen- 
tioned list account for the 231 noncertified bonds subsequently transferred to the 
Reichsbank. On November 18, 1939, the Duesseldorf branch of the Commerz- 
und Privatbank advised the main office in Berlin that $231,000 in face amount of 
noncertified United Steel Works series C bonds and $67,000 in face amount of 
certified United Steel Works series C bonds should be withdrawn from the deposit 
account of the United Steel Works and delivered to the securities department of 
the Reichsbank for the account of the conversion office (record, document 13, 
annex 1 thereto). 

The Duesseldorf branch of the Commerz- und Privatbank thereafter received 
from the main office 2 confirmations dated November 20, 1939, that $231,000 
noncertified and $67,000 certified bonds had been delivered on November 20, 
1939, to the securities department of the Reichsbank for account of the conversion 
office (record, document 13, Schaef affidavit, annex 3 thereto, and a photostatic 
copy of withdrawal advice dated June 23, 1939). 

his closing out resulted from an instruction by the United Steel Works to the 
Commerz- und Privatbank, Dusseldorf, to transfer these bonds to the conversion 
office as part of a total payment of $324,450 which the United Steel Works was 
required to make to the conversion office in respect of the December 1, 1939, 
amortization installment due on the United Steel Works Corp. series C loan. 
The remainder of this installment was met by the transfer of four additional 
United Steel Works series C bonds from the United Steel Works account in the 
Dresdner Bank and payment of the balance in reichsmark to the conversion office 
a document 9, translation of affidavit of Karl Verfuerth, dated June 20, 
1 . 

The conversion office in its turn effected this redemption payment by adding 
22 bonds, the precise acquisition of which by the conversion office is not explained 
in the evidence furnished by the issuer (record, document 12, translation of 
affidavit of Karl Verfuerth, dated November 12, 1955). 

3. After the outbreak of the Second World War the conversion office did not 
send dollar bonds to the United States for amortization purposes but, when an 
amortization payment came due, the conversion office instructed the Reichsbank 
to transfer sufficient securities to meet the amortization payment from its com- 
mercial deposit to a special amortization deposit. Upon receipt by the conversion 
office of confirmation of such transfer, the conversion office would send a letter 
to the American trustee or paying agent referring to the deposit in the special 
amortization account and listing the numbers of the bonds so deposited. The 
numbers were copied from the numbers listed by the Reichsbank (see, in par- 
ticular, record, documents 14, 26-30). The procedures followed by the Reichs- 
bank in transferring securities to amortization deposits and in checking and listing 
the numbers of securities so deposited were meticulous and included the physical 
transfer of the securities from one vault to another vault for temporary deposit 
while the necessary records were prepared and then the transfer of the securities 
to a different safe in the original vault for permanent safekeeping (see, in par- 
ticular, record, documents 15-17, 27). 

4, On April 30, 1941, the National City Bank of New York (now the First 
National City Bank of New York), trustee for the United Steel Works Corp., 
series C bonds, received a letter from the conversion office, dated March 20, 1941, 
reference No. 027015.41, advising it of the deposit of $324,000 face amount of 
series C bonds with the June 1, 1940, and subsequent coupons attached, in a 
special account with the securities department of the Reichsbank in Berlin for 
the purpose of meeting the amortization payment due on the loan of December 1, 
1939. Attached to this letter was a serial number list of the 324 bonds so 
desposited, likewise dated March 20, 1941 (record, document 22, affidavit of 
Edward F. Mitchell, trust officer of the First National City Bank of New York, 
dated November 4, 1955 and annex, photostatic copy of letter from the con- 
version office to the National City Bank of New York, dated March 20, 1941, plus 
number list). This list contains the serial numbers of the 18 series C bonds regis- 
tered by Mr. Schenker. 

5. On April 29, 1941, the Irving Trust Co. received a letter from the Conversion 
Office, reference No. 026982.41, dated March 20, 1941, which stated that $600,000 
in face amount of United Steel Works series A debentures had been placed in a 
special account in the Reichsbank to meet the amortization payment which had 
fallen due on July 1, 1939. Attached to this letter was a list of 600 series A debea- 
tures (each of $1,000 face amount) which made 7 the deposit. The serial num- 
bers of the seven series A debentures registered by Mr. Schenker are contained 
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in the list attached to that letter (record, document 21)." The letter and lis- 
have been identified by the Conversion Office officials and employees who pret 
pared, checked, and sigaed them. (See, in particular, record, documents 14, 26, 
27, 30.) 

6. Securities deposited wito the Reichsbank by the Conversion Office were held 
in vaults in the basement of the Reichsbank building at 14 Hausvogteiplatz, 
Berlin. The provisions for protection and safeguarding were detailed and elab- 
orate. All cashiers having access to the vaults were jointly liable for any loss 
which might occur. The paymasters who had access to the vaults were individu- 
ally liable. Selection for either post was made only after thorough investigation 
and from the most reliable personnel of the Reichsbank. There were frequent 
inspections of the vaults, including the checking, at random, of securities against 
prepared lists. No deficiency was ever discovered in the course of the inspections, 
including the inspection conducted on the only occasion during the war when the 
building suffered some bomb damage during February 1945. No order was ever 
given by the Conversion Office or received by the Reichsbank for the removal of 
securities from the amortization deposit. The Reichsbank officials who testified 
were unanimous in stating that, in view of the system of controls and inspections, 
securities could not have been take from the deposit illegally or secretly and, 
further, that no securities were ever found to be missing. 

7. The treasury vault in question was closed for the last time in the regular 
course of business on April 21, 1945. Around May 15, the officials holding keys 
to the vault were summoned to the Reichsbank. A Russian officer, accompanied 
by some soldiers, met them and ordered the vault opened. The officer and the 
officials then went through the vault examiuing all safes therein, at which time 
everything was in order. The vault was then relocked and the keys turned over 
to the Russian officer (record, documents 15-17). 

The Board, after considering the evidence outlined above, was not satisfied that 
Mr. Stefan Schenker established that the debentures and bonds registered by him 
oa behalf of Mr. Norbert Schenker were outside of Germany on January 1, 1945. 
Instead, on the basis of such evidence, it concluded that the debentures and bonds 
were in the vaults of the Reichsbank in Berlin on that date and that they were 
amortization bonds which had not reentered circulation prior to May 8, 1945. 

Pursuant to the requirements of the validation law and the second imple- 
menting ordinance, the Board sent a letter to Mr. Schenker on August 19, 1955, 
advising him of the facts and evidence opposing validation of the seven series A 
debentures and affording him a 3-month period within: which to refute such 
facts and evidence. On December 28, 1955, pursuant to the requirements of the 
validation law and the second implementing ordinance, the Board sent a letter 
to Mr. Schenker advising him of the facts and evidence opposing validation of 
the 18 series C bonds and affording him a 3-month period within which to refute 
such facts and evidence. In both letters the Board offered to aid Mr. Schenker 
in any way within its power. The Board repeated these offers in covering 
letters to Mr. Schenker’s counsel. The Board’s letter of December 28, 1955, 
called attention to article 17 of the validation law under which it may request 
German courts to receive evidence in proceedings pending before it. It offered 
to request the competent German courts to summon for examination those 
witnesses residing in Germany and the western sectors of Berlin, whose evidence 
was referred to in the letter and attached exhibits, pointing out that in such 
hearings the registrant would be afforded opportunity to examine such witnesses. 
The Board received no response to this letter. Mr. Schenker did not submit 
any evidence during the respective 3-month periods. 

The Board, thereupon, closed the record of proceedings in respect of these 
registrations. 


Part III, Findings 


In deciding upon the registrations of Mr. Schenker the Validation Board is 
confronted with a direct conflict in evidence, 

The first statement by Consul Stalinski, dated May 12, 1940, declares that 
the 25 bonds and debentures involved in these registrations were deposited with 
him in the Polish Legation, Rio de Janeiro, Brazil, on that date by Mr. Norbert 
Schenker. The serial numbers of the bonds and debentures are correctly set 
forth in this statement. His second statement, dated July 6, 1945, is in the 
nature. of a communication from the Legation of Poland, Consular Section, to 


13 The time lapse between the date (July 1, 1939) on which the amortization payment was due and the 
date of the letter resulted from the fact that time was needed to formulate the substitute system of amortiza- 
ee it into effect and catch up on the accumulation of amortization payments (record, documents 
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Mr. Norbert Schenker instructing him to appear at the offices of the Legation 
and withdraw the said Steel Works Corp. securities. The third document intro- 
duced by the registrant is an affidavit signed by Mr. Moises Jose Papelbaum 
and declares that he was introduced to Mr. Norbert Schenker shortly after Mr. 
Schenker’s arrival in Rio in April 1940; that Mr. Schenker placed 25 separate 
United Steel Works Corp. coupon bonds and debentures in his hands for sale; 
that after inquiring into the market, he advised Mr. Schenker that the securities 
could not properly be disposed of at that time; that he returned the bonds and 
debentures to Mr. Schenker and was informed that they were then deposited 
with the Polish Legation. 

Neither the registrant nor Mr. Norbert Schenker, the indicated beneficial 
owner of these securities, has supported the registrations with any statements as 
to the date or manner of acquisition of the securities by Mr. Norbert Schenker. 
A letter addressed by Mr. Norbert Schenker’s counsel, dated September 30, 1954, 
to the Bank Zaliczkowy, Cracow, U. Stradom 27, Poland, requests that the bank 
confirm that the securities involved were, in fact, purchased through that bank 
“at the end of August or the first days of September 1939,” as Mr. Schenker had 
affirmed. Other than that, the record includes no assertions by the registrant, 
beneficial owner, or his counsel as to the manner and time of acquisition of the 
securities. There was no confirmation from the bank, which was apparently 
liquidated by the new Government of Poland, and further inquiries through the 
American Legation in Warsaw were unavailing. 

The conflict of evidence extends not only to the question of the location of the 
bonds and debentures on January 1, 1945—the Reichsbank vaults or custody of 
the Polish Legation in Rio de Janeiro—but also to their character as amortization 
bonds and debentures. On the latter point, the registrant has not challenged the 
bank records and affidavits furnished by the issuer or obtained by the Board to 
the effect that the bonds and debentures registered by him were reacquired by 
the issuer and the Board finds as a fact that such bonds and debentures were 
reacquired by the issuer within the meaning of article 6, paragraph 1 of the 
validation law. 

As to the reentry into circulation prior to May 8, 1945, within the meaning of 
article 6, paragraph 2 of the validation law, it was stated by the attorneys for Mr. 
Schenker that the bonds and debentures were purchased through the Bank 
Zaliezkowy ‘‘at the end of August or the first days of September 1939.”’ This 
letter and subsequent correspondence with the American diplomatic authorities 
in Cracow and Warsaw did not develop any information on the purchase of the 
bonds and debentures by Mr. Schenker. 

The opposing evidence is to the effect that the series C bonds were delivered to 
the Reichsbank on November 20, 1939, and the series A debentures were similarly 
delivered on July 7, 1939, for the account of the Conversion Office and remained 
in the Reichsbank vaults until such vaults were taken over by an officer of the 
Russian Army in the middle of May 1945. Little weight can be given to the 
attorneys’ letter asserting to the Bank Zaliczkowy that the bonds and debentures 
were acquired in 1939 and the unavailing correspondence with Poland. 

The case for validation depends primarily on the statement and letter of Mr. 
Stalinski and the affidavit of Mr. Papelbaum. No evidence was submitted by 
the registrant to explain the lapse of 8 to 13 years between the date of signing 
the Stalinski statement and letter and the certifications of his signature. Mr. 
Papelbaum’s affidavit does not include a specific designation of the securities by 
serial number. 

If the statements of Consul Stalinski and Mr. Papelbaum are to be believed, 
the letters received by the Irving Trust Co. and the National City Bank of New 
York from the Conversion Office in Germany as well as the affidavits and state- 
ments of officials in the Reichsbank and the Conversion Office in Berlin must 
necessarily be disbelieved. The decision must, therefore, follow the preponder- 
ance and plausibility of the evidence. Considerable significance is attached to 
the fact that the beneficial owner and the registrant made no representations 
either by way of letter or affidavit concerning the manner and date of acquisition 
of these securities. 

The great mass of evidence against validation, however, is evidence which 
tends to show that the debentures and the bonds registered by Mr. Schenker 
were in the vaults of the Reichsbank on March 20, 1941, the date when the Con- 
version Office sent letters to the Irving Trust Co. and the National City Bank of 
New York, and that they continued in such vaults until after May 8, 1945. 
The cumulative effect of this evidence is very strong, even though much of it 
relates to business practices and custom and procedures from which inferences 
may be drawn rather than direct evidence. The records produced by_the issuer 
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in the form, particularly, of the affidavit of Mr. Werner Schaef supported by 
photostatic copies of the records of the Commerz- und Privatbank in Duesseldorf, 
Germany, show the presence of 17 of the 18 series C bonds on deposit with the 
Berlin branch of that bank on August 2, 1938, and the delivery of these bonds to 
the securities department of the Reichsbank for the account of the Conversion 
Office on November 20, 1939. 

The last recorded ‘‘transit’’ of the series A debentures was their transfer from the 
Dresdner Bank to the Reichsbank in 1939. As to this, Mr. Kuhne, formerly a 
department director of the Dresdner Bank, testified that the entry on Dresdner 
Bank bond number card No. 3398, dated July 7, 1939, which he signed, regarding 
the transfer to the Conversion Office secretariat account in the Reichsbank, of 
600 series A debentures, including the 7 debentures registered by Mr. Schenker, 
related to a closed transaction, that the transfer had been completed, and that 
no bond had ever disappeared in transit between the Dresdner Bank and the 
Reichsbank. The Board can see no basis for regarding either of these bank records 
as erroneous and the testimony of Mr. Werner Schaef and Mr. Kuhne as false, the 
more so, in case of the debentures, and Mr. Kuhne’s statement is supported by the 
testimony of Mr. Beise, another official of the Dresdner Bank. The Board finds 
as a fact that the 7 series A debentures registered by Mr. Schenker were on July 7, 
1939, deposited in the Reichsbank for the account of the Conversion Office and 
the 18 series C bonds were similarly deposited in the Reichsbank for the account 
of the Conversion Office on November 20, 1939. If the statement and letter of 
Mr. Stalinski and the affidavit of Mr. Papelbaum are to be believed, all of the 
securities in question must have been removed from the Reichsbank prior to or 
during May 1940, when Mr. Stalinski and Mr. Papelbaum asserted that these 
securities were in their hands. Yet, almost a year later the Conversion Office 
sent letters to the Irving Trust Co. and the National City Bank, the trustees of 
the series A debentures and the series C bonds, respectively, stating that these 
securities had been placed in a special account and would be held there until they 
could be shipped to these trustee banks. 

Mr. Lex and Mr. Otto of the Conversion Office testified that the letters of 
March 20, 1941, addressed to the Irving Trust Co. and the National City Bank 
were prepared in the regular course of business on the basis of standard reports 
from the Reichsbank; that such communi*ations could have been prepared by the 
Conversion Office based upon false records kept in the Reichsbank would involve 
the existence of a conspiracy among Reichsbank officials to conceal the theft, 
removal, or loss of the debentures, and that such a conspiracy would have had 
to be one of considerable proportions. 

To falsify the deposit in the specia! amortization account, for example, would 
have meant that at least 1 treasury cashier and 1 paymaster, the treasury super- 
intendent, the treasury cashier on duty, two Asservatenkasse cashiers, an Asser- 
vatenkasse clerk, and an Asservatenkasse controller would have had to be in- 
volved in the conspiracy at the outset. Moreover, the number involved in the 
conspiracy would have to grow because of the system of inspections in the Reichs- 
bank conducted by the deputy director of the securities department, by cashiers 
in the treasury, who shifted their working posts from week to week and conducted 
inspections on a quarterly basis, and the paymasters who worked with them, by 
officers from the organization and investigation department and the Reichsbank 
directorate, and by the chief and deputy chief of the Effektenkasse to whom dis- 
crepancies were required to be reported. Finally it would have been extremely 
difficult, if not impossible, to falsify the records without the cooperation of the 
ae department which provided the records upon which inspections were 
made. 

Apart from the inherent improbability that the bonds and debentures regis- 
tered by Mr. Schenker might have heen looted from the Reichsbank prior to 
May 1940, there is direct and unqualified testimony that no bonds of the con- 
version office were ever removed from the vaults of the securities department of 
the Reichsbank illegally or by order of the Nazis or Reich officials. This is the 
testimony of Mr. Mueller, the former head of the Asservatenkasse; of Mr. Deter, 
the former head of the Effektenkasse, and his deputy, Mr. Keil; or Mr. Otto and 
Mr. Schulze, correspondents in the loan department of the conversion office, 
and of Mr. Lex of the external loan service of the conversion office. These 
witnesses all testified that even an attempt by a Nazi or Reich official to effect or 
order such a removal would have caused the greatest excitement and could not 
have been kept secret. In addition, Mr. Kramer, one of the Effektenkasse 
treasury cashiers, Mr. Rademeier, an Effektenkasse treasury paymaster, and Mr. 
Regel, a senior director of the Reichsbank in charge of disciplinary cases testified 
that no securities had ever been missing from the Effektankasse treasury vaults. 
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Of these witnesses, at least five could not have avoided knowledge that the 
debentures and bonds registered by Mr. Schenker were missing and some could 
not have avoided active participation in concealing such a loss. Finally, these 
witnesses are unanimous in denying irregularity at the Reichsbank and concluding 
that the bonds and debentures registered by Mr. Schenker were placed in the 
conversion office amortization account at the Reichsbank and remained in the 
Reichsbank vaults until Soviet troops took over the keys to such vaults in May 
1945. 

There is no evidence before the Board which would justify finding that these 
witnesses were not telling the truth; under all the circumstances, the Board finds 
that the registered bonds and debentures were placed in the amortization account 
of the Conversion Office in the Effektenkasse treasury of the Reichsbank as stated 
in the letters of the conversion office to the Irving Trust Co. and the National 
City Bank of New York, dated March 20, 1941. It finds further that these bonds 
and debentures remained in the Effektenkasse treasury until the treasury was taken 
over by the Soviets on or about May 15, 1945. 

This part III and preceding part II of this decision and opinion summarized all 
the material to which the Board has given any weight in reaching the conclusions 
stated. For example, while the record reflects through a United States Air Force 
special investigations report a proposal to offer these particular bonds and deben- 
tures, together with other German dollar bonds, to the German Government about 
1951 presented by Mr. Hermann Brann, this material has not been given weight 
or effect by the Board in the conclusions above stated because none of it appears 
to have probative value in relation to these particular registrations. 


CONCLUSION 


On the basis of the findings made in the foregoing opinion, the Board has decided 
that— 

(1) The registered bonds and debentures are not bonds held abroad within 
the meaning of article 3 of the validation law; 

(2) The registered bonds and debentures were reacquired by the issuer 
within the meaning of article 6, paragraph 1 of the validation law and did not 
reenter circulation prior to May 8, 1945, within the meaning of paragraph 2 of 
said article; 

(3) The requirements for validation as laid down in article 3 of the velida- 
tion law, therefore, have not been met and validation must be denied. 
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